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No. 175

TREASURY DEPARTMENT.

’ Burenu- of Internal Revenue. -~ - R

; [RegtuatlonSvQQ] . S
. INcOME Tax UNDER THE REVENUE AcT OF 1936
NEARANN T
22‘{' : it -INTRODUCTORY - ' »:-u"‘ L
FINRE PR 23 .
L These 1egu1at1ons deal W1th the- tax imposed on mcome by
ﬁhé’, ‘Revenue Act of 1936,
Since these regulations.deal only .with the ‘tax on mcome,
certain parts of the Act, which are general in their nature,
or which do not relate directly to the imposing and collecting
of the tax,-have not been printed in- the body of these
regulations, but have been inserted in the Appendix, where
they are grouped and classified under-proper headings. For |
this reason the main body of these regulations deals only
with Titles I, TA}-and VIII of the Aci. 'Treasury Decision
4666, approved. July 16, 1936, and Treasury Decision 4690,

approved August 26, ‘1936 relatmg to the excess-profits tax |

imposed under Title I of the Revenue Act of 1935, as
amended by Title II of the Revenue ‘Act :0f.1936, have been

printed in-their ‘entirety in the Appendix. The regulations:|
under Title IIT of the Act, .relating. to .the tax:on- unjust

enrichment, ha.ve been promulgated as Regulatlons 95,

scrlbed.under the Revenue Act of, 1934. In accordance with

this plan fhe numbers of the sections, of the. Act are;used as |;
key numbers, followed by a dash (—), with the number of the | -
article placed after the dash. By this means anyone, who |
desires to learn ho“i a given section” or subsecthn of the Act |

hés beer mterpteted by the' Bureau can’ readlly and qmckly

find that' riterpretation by using' thé kéy nuriber. “Thus, if' |

one desires o' learn ‘what mterbretatron has-been Dlaced on
stetion 21 of, the“Act, he ‘should turn to -article 21-1: of the
régulations:’ In Someé cases several articlés are’ necessary i
the interpretatmn of different phases of one sectmn or ,sub-
section or pa.ragraph of theAct!” Forexample section 23 m),

dealirig’ with “Depletlon", requirés idany. articles. --Each ot .

them, however, is' désignated by the key 23*(m) ‘for exgmbple,
article 23 (m)--1, article 23 (m)—2.- It is ﬁeheved that by this

keying the numbers of the articles to the sectxons, ‘subsections, |

and paragraphs of 'the’ Act, the matenal m the regulatlons 1s
made 'more readily available, ' G-

The regulations, proper have been divided into chapters
THe material to be found in éach respettive chapter is shovmn.
in' the “Coittents.”” The classification:of the . matenal by
chapters follows the arrangement of the con:espondmg sec-
tions of 'the Act. '

" Certain 1mp0rtanf: prowsxons “of pr,xor Revenue Acts Irom. ,

1684 to date, together with.important sections of the Revised |
Sthtutes relating to income tax, will be found.inthe Appendrx
classiﬁed and grouped under the proper- headmgs

(S U YO
Comm.‘s DN :
' , CHAPTERI

P | R [N o
L -+ Scope of Regulaticms - :
'I’itle I-—Income Tax, Subtltle A—Intrbductory ‘Provjslons ,

['I'he section numbers refer to the- Revenue Act of: 1936 and: the
~ article numbers to Regulations 94]

oL
1y |

o

L -
SEC‘x’toN 1. Applicat{on of fitle. . - T er oo Lo
Article 1-1. Scope of regulatlons. .. - . .0 < . >« + o 3
SECTION 2. Cross references. LTy it
SecTION 3. Classifiction of provisions ° fer
Article 8-1. Division of regulations, P
S DU SR Ve

SecrioN 4. Speclal classes of taxpayers.-

Article, 4-1, Application:;of- regulatlons to speclal classes’ of |,

taxpayers.
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e ‘cmapTER I T - 0
" Rates of Tax :
Subtitle B—General Provlsions, Part I—Rates of 'rnx

Szcnorz 11. Normal tax on mdlvldua!s .
. Article 11-1, Income. tax on individuals,’
11-—2 cﬁéizexis or residents of the Umted States Hable
- -
11-3. ‘Who is a citizen, " Co
Szcrrou 12, Surtax on individuals. :
Article 12-1. Surtax.
. 12-2. Compufation of surtax.
Secrron 13, Normal tax on corporations.
Article 13-1, Normal income tax on corporations.
SECTION 614 Surtax on' undistributed profits, '
' le 14-1, Surtax on undistributed profits of corporatlonsu
14-2,-Method of computation of surtax—-Example.
14-3. Spgc(i’ﬁ%,credit if adjusted net income 18 less thun,
5

TR . B R T Fou . ]
rre 7.  CHAPTER IIX

. It Gross Income—Net Income o L
4 . part I—Computation of Net Ihcome

. SectIOoN 21. Net income.
Article 21-1. Meaning of net iticome.:r '
Szcrxon 22 (a). Gross.Income: General definition.
<Article’22 (2)<1. What included in'gross income,
22 (a)-2. Compensation for personal services.
© L.22'(a)-3. Compénsation pald otler thdn 111 cash,
22 (a)—4. Compensation pald in notes.
22 (a)-5. Gross income from business.
22 (a)~6. State contracts.
22 (a)—=7. Gross income of farmers.
22 (a)-8. Sale of stock and rights.
22 (a)-9. Sale of patents and copyrights.
PR . 22.(a)-10., gale of good will.
- ' 22(a)—11.'Salé of real property in lots.

[ {
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~22 (a)—12. ‘Abnulties and -Insurance polietes,
22 (a)—13. Improvementy by lé8sedss . . o
22 (a)—~14. Cancellation of indebtedness.
22 (2)-15. Creation.of sinking fund by corporation,
22 (a)—16 Acquisltion or dJsposltion by & corporatlon of
e ¢ -7 its.own capital stock. oy
22 (a)-117. Contrlbutions to- corpora.tion by shuroholdors
22 (a)-18. Sale and purchase by corporation of its bonds.
= »22(8)-19, Sale of capital assets by corporation.
22 (a)—20 Incotme to lessor t:oi'poratlon om 1eased ﬂl‘ob-
o T by,
A J*. ] 22 (a)—2L Gross.lncomﬁ of cdrpox‘zitlon m llquldatlon.
ngom 22, (b). Gross income; Exclusions from gross income. ,
Ar‘tic'lezz %b)—l, .Exemptions—~Excluslons from. gross fncondq.
SRR 22 (b) 1)1 Life insurance—Amounts pald by rcué,ozi of
o -the deathi of the insured. -

LAt 22 (b) (2)—1 Lifemmsmance—mnd,owmont contmcts—-
; Amounts paid other than by reason of, the
death of the insured.

22 (b) gz)-z Annuities .
- 22 (b) (3)-1. Gifts and béquests.
- 122 (b)(4)~1. Thterést upon State obllgations, ' ' -
C ] 22 (b) (4)-2. Dividends 'and interest from - Fedoml land

oo jbanks, Federal intermediate credit bonks,
2 netionm farm-loan associations, banks (or
.t cooperatives, and prediction credlt T
porations and associations. - - h
22 (b) (4)-38. Dividends from Federal reserve banl.s. .
oL 22(b) (4)—4. Interest upon United Stafes obligations,
T, 22 (b).(4)-5. Tr'easury‘bond exeimption in’the cago of trusty
r partnerships.
, 22 (b) (4)-6. Interest. upon United States obllgutlonﬂ in
* the case of nonresident allens snd corfdin
- - . forelgn ‘organizations. i 7 et
SEcrxon-zz (c) , Gross ‘mcome: Inventories, . T
cle 22 (c)-—1 Need of mventorles ’
<7+ 22 (e)-2. Valtiation - of -Inventories,
o o 22 (e)=3. Inyentorfes 'at ‘cost. ¢ [
22 (c)—4. Inventories at cost .or, market, whichavor 18

P T e (e)-8. Invéntorles by dealers 1 securitles, '
i 22 (c)-6. Inventorles of llve stock ralsers and othor

N farmers, ¢,

bl eg (c)—'i Inventorles of miners and mzmumcburors.
L9 (c)-8. Inventories of retail merchants.

‘SECTION 22 (d) .- Gross income: Distribution by’ corpomtlone.

; SECTION 22 (e). Gross income: Determination of gdin or loss. '

SECI'ION 22 (f.) Gross income:, Gross income from sources within

and wi};hout Untfed States.

e CHAPTER-IV . 1,
Dedaptionx From: GQross Income

's;:cnon' 23 (a). Deductions from gross ‘ihcomes” Expensés i
i Article 23 (a)=1, Business expenses.
V-1 '93 (a)-2. Travellng expenses,

»
EE Ia}

oL (a)-—a Cost of materials.
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SecrIoN 23 (2). Deductions from gross income: Expenscs—Contd.
Article 23 (a)~4. Repalirs.
23 (a)-5. Professional expenses.
23 (a)—6. Compensation for personal services.
23 (a)-7. Treatment of excessive compensation.
23 (a)-8. Bonuses to employees.
23 (a)-9. Pensions—Compensation for injurles.
- . 23 (a)-10. Rentals.
. ‘23 (a)-11. Expenses of farmers.
23 (a)—12. Depositors’ guaranty fund,
Secrion 23 (b). Deductions from gross income: Interest,
Article-23 (b)-1. Interest. -
SecTIoN 23 (¢). Deductions from gross income: Taxes generally.
Article 23 (c)-1. ‘Taxes,
23 (c)-2. Federal dutfes and excise taxes,
23 (c)-3. Taxes for local benefits.
SECTION 23 (d). Deductions from gross income: Taxes of share-
. holder paid by corporation.
" Article 23 (d)~1. Tax on bank or other stock.
Secrron 23 (). Deductions from gross Iincome: Losses by individuals.
" Article 23 (e)—1. T.osses by individuals.
. . 23 (e)~2. Voluntary removal of buildings.
77 23 (e)-3. Loss of useful value.
v+ 23 (e)—4. Shrinkage in value of stocks.

e)-5. Yosses of farmers.

SncnoN' 23 {£). Detductlons from gross income: Losses by corpora-
ions.

- Article-23 (f)—1. Losses by corporations.
SECI‘ION 23 (g). Deductions from gross income: Wagering loszes
SecTion 23 (h). Dicjlltglctlons from gross income: Basls for determin-

loss

Article 23 (h)-1. Basis for-determining loss.

SecrioN 23 (i). Deductions from gross income: Loss on wash gales
‘of stock or- securltles,

Secrion:-23 (j). Deductions from gross incore: Cgpital losses.
SectIioN 23 (k). Deductions from gross income: Bad debts,

Article 23 (k)-1, Bad debts.

23 (k)-2. Examples of bad debts,

23 (k)-3. Uncollectible deficlency upon sale of mortgaged
or pledged property.

23 (k)—4.-Worthless bonds and similar obligations.

23 (k)-5. Reserve -for bad debts,

SecrioN 23 (1). Deductions from gross income: Depreciation.
Article 23 (1)-1. Depreciation.
23 (1)-2. Depreciable property.
© 23 (1)-8. Depreciation of intangible property.
-.1-723.(1)—4. Capital sum recoverable through depreciation
allowances.

23 (1)-5. Method of computing depreciation allowance.

23 (1)-6. Obsolescence.

23 (1)-7. Depreciation of patent or copyright.

23 (1)-8. Depreciation of drawings and models.

23 (1)-9. Records of depreciable property.

23 (1)-10. Depreciation in the case of farmers.
SecrioN 23 {m). Deductions from gross income: Depletion.
SectIoN 23 (n). Deductions from gross Income:. Basis for depreeia-
tion and depletion.
_Article 23 (m)—l. Depletion of mines, oil and gas wells, other
- natural deposits, and timber; depreclatlon
of improvements.

23 (m)-2 Computation of depletion of mincs, ofl and

PN gas wells, and ofher natural deposits with-
. out reference to discovery value or per-
- centage depletion.

23 (m)—s. Computation of depletion of mines (other
than metal, coal, or sulphur mines) on the
basis of- discovery value.

T - 28 (m)—4 Computation of depletion based on a per-
S centage of income in the ecase of oil and

gds i
23 (m)-5. Computation of depletion based on o per-
centage of income in the case of coal mines,
- - metal mines, and sulphur mines or deposits.,
23 (m)-6. Determination of cost of deposits.
I 23 (m)-7. Determination of fair market value of min-
eral properties, Iincluding oill and goas
.- ‘properties. :.
23 (m)—8 Revaluation of mineral deposits not allowed.
R o 23 (n)~9. Determination of mineral contents of mines
and of oil or gas wells.
23 (m)~10. Depletion—Adjustments of accounts hased on
bonus or advanced royalty.
~:128 (m)-110 Deple%gn ‘and depreclation ' accounts on

- 23 (m)-—12 Statement to be attached' to return when
- <-  valuation, depletion, or deprecintion of
mineral property is claimed.
.23 (m)-13. Statement to be attached to return when
depletion is clalmed oo percentage basls.
.- -23 (m)—14. Discovery of mines other than coal,’ metal,
) or sulphur mines.
23 (m)-15. Allowable capital additions m cdse of mines.
23 (m)~16. Charges -to capital and to expente in the
case of oil and gas wells.
23 (m)-17. Depreciation in the case of mines. -
23 (m)-18. Depreclation of improvements in the case of
11 and -gas wells,
23 (m)-19. Depletion and deprec!atlon of oil and gas
wells in years before 1916,
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Scemion 23 (n). Doductions from gross income—Continued.
Article 23 (m)-20. Capital rccoverable through depletion allow—
ance in the case of timber.
23 (m)-21. Computation of allowance for depletion of
timber for given year.
23 (m)~-22. Rovaluation of timber not allowed.
23 (m)-23, Dﬁgrcgmtion of improvements in the case of

23 (m)-24. Information to be furniched by taxpayer
claiming depletion of timber.
23 2m) =25, Determination of fair market value of timber.
23 (m)-28. Determination of quantity of timber.
23 (m)~27. Agorezating timber and land for purposes of
valuation and aceounting.
23 (m)-28. Timber depletion and dopreclation accounts
on boaks.
Seeriorr 23 (o). Doductions from gross Income: Charitable and
other contributions. -
Article 23 (0)~1. Contributions or gifts by individuals.
Secrion 23 (p). Doductions from gross income: Pension trusts.
Article 23 (p)~1. Payments to employees® pension trusts.
Sectrow 23 (q). Doductiona from gross Income: Charitable and
other contributions by corporations.
Article 23 (q)~1. Contributlions or gifts by corporations.
Secrrorn 24. Xtems not doductible. .
Article 24-1. Pcrconal and fomily expénces. C e
24-2, Capital espenditures. .
24-3. Promiums on business Insurance
24-4, Amounts allecable to exempt mcome ofther than
intercst.
24-5. Ioozes from sales between members of family and
between individuals and corporations.
24-6. Life or terminable interests. B
CHAPTER V

Credits Agalnst Income

Secrion 25. Credits of individual against net income.
Article 25-1. Credits of individual ggainst net income.
25-2. Eamed income credit.
25-3. Amount, ¢f perconal exemption allovrable.
25-4. Perconnl exemption of head of family,
25~0. Perconal exemption of marrled person.
25~6. Credit for dependents,
25-7. Perconal exemption and credit for dependents
where status changes.
SecTion 26. Credits of corporations.
Article 26-1. Credit of corporation for interest on obligations
of the United States and 1t3 instrumentalities.
26-2. Credit in connection with contracts restricting
payment of dividends.
26-3. Bank afilliates,
Sceriort 27 (a). Corporation credit for dividends pald: Dividends
pald credit {n general
Article 27 (n)-1. Dividends pald credit In general.
Sceriowr 27 (b). Corporation credit for dividends paid: Dividend

carry-over.
Art!cle 27 (b)-1. Dividend carry-over.
SecrIoNn 27 (c). Corpclx;lﬂglon credit for dlvidends pald: Dividends

Article 27 (c)-1. Dividends in kind.
Srerrow 27 (d). Corporation credit for dividends paid: Dividends
in obligations of the corporation.
article 27 (d)-1. Dividends in oblizations of the corporation.
Srerron 27 (¢). Corporation credit for dividends pald: Taxable
ctock dividends.
Article 27 (e)-1. Taxable stock dividends.
Secriont 27 (f) Ccrpomucn credit for dividends pald: Distributions
in Hquidation.
Article 27 (f£)-1. Dividends pafd credit for disfribuﬁun.-. m
Ugquidation.
SecTion 27 (g). Corpomt!séx: credit for dividends p:ud- Preferential
dividends.
Artlele 27 (g)-1. Preferential distributions.
Secerion 27 (h). Ccrpczx;laglog eredit for dividends paid: Nontaxable
by u o r'
Article 27 (h)-1. Nontaznble distributions.

CHAPTED VI
Credils Against Tex,
Part IIT—Credits Against Tax
Secrion 31. Tn:siemst g forelgn countries and possessions of United

Secrrory 32, Tazes withheld at cource.
Secrron 33. Credit for overpayments.

CHAYTER VIT
Accounting Periods and 2fethods
Part IV-—Accounting Perlods and Methods of Accounting

Secrrow 41. General rule. i
Article41-1, Computation of nct Income. T
41-2, Baces of computation and changes in accmﬁng
methods,
41-3. Methods of accounting.
41-4. Accounting period.
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Section 42./Period’in ‘whith itetds of gross intome.indluded:’ ---
Article 42— ' When inclided in 'gross Income. ¢ ") €€ ..
42-2, Incbme not reduced to ‘possession.
42-3. Examplés -of constructive receipt: (1) «
42-4. Long-termi: contfacts. . .
42-5. ‘Subtractiol! for redémption of trading stamps.
SecrioN 43 Period for which’ dedtictions and- crédits tdaken.
Article 43-1. “Paid or incurred” and “paid or accrued.”
1 43-2, WHedl'charges deductible. I
Secrion 44. Installmenft basts:™s "o -

Article 44-1. Sale of personal property ‘on thstallment plan.
44-2, Shle of:real property involving: deferred-payments.
" 44-3, Bale' of real property ‘on-installmént’ plan.

44-4. Deférred-payment' sale 'of real property not on in-
'stallment ‘plan.
44-5. Gain or loss uponfdisposf}:lon of .installment obli-,
ot “’gatlohs. TR pivetal » i 1 f ;’ St .
SecrIoN 45, Allocation of incotnd'and dequckiohs. , . .,
Article 45+-1, Detefmination of”thk' Tazable net: {tnc‘t)me"otr a
cofitrolled txpajer:: ™ = O '
SecTion 46, Chaiige df accounting pericd. | 59t
' Article48-1. Change ‘In accounting pétlpd.'””" -
SectioN 47. Returns for a period of less I_t:l\ian;twelve_monthg
Article 47-1, Rbturds™for periods of less than 12 months.
SecrioN 48 (a). Definitions; ,'I,'qu. le yeat.. . '
SECTION 48 (b). Definitions: ‘Fiscal yeat, .
SECTION 48 (c). Definitions: Paid, idbwrred, agerited:
SectioN 48 (dg}Déﬂmt,lQns: Trade; or buSlnesd, ;=
Secrion 48 (e). Definitions: Mutual investment Companies.
Article 48 (e)1—1. ’I'axa.i:ion1 of mutual’investment companies—
N Genperal. ,,. ot -
48'(e)~2. Definition of,a muiglfai investmept company.

48 (e)-3. Proof of status of a mufual ‘Investment com-

-
RPN

Kk

pany. 1D

48 (e)—4. Records to be kept for purpose of ascertaining
actual ownership of outstanding stock of
mutual Investment companjes. , .
48 (¢)-5" Records_tp be kept £oF purpose of determining
" ¢ whether,a ‘company clajming to Be a mutual
investment’ company* 15" n ;personal holding

ol com y.'L‘.‘ Y B 1 SALr PR
48 (e)-6, Auditional ‘{riformation requited in, returns of

7 shareholdefs, " - LY -
T ' V' CHAPTER ‘viIT e

Returns and -Payment of Tax ' 7
1. F - [N REYY
' . Part V—Returns and Payment;of Tax

RINNTYE
L i b L v
e

Section b1. Individual returps. "7 " T

o e

N

Article 51~1, Individudl returns.
61-2. Form of return, | .-
61-3. Return of’in¢ome of minor.
614, Verification of returns. '’ "rj
61-5: 'Use 'df' prescribed -forms. -
Secrion 52. Corporation returns, ' o
Article 62-1. Corporation returns. ... .-
.. 62-2. Returns by receivers, . . ...
Secrion 63. Time and place for filing returns. ,
Article 53-1, Time for filing returns..,, .- }
. ~ 53-2. Extensions of time for filing returns..,, ~- N
63-8. Extenslons of; fime in the case,of foreign organiza-
“ tlons, certain domestic corporations, and, citi-
1 zens of United, Statesi restding or- traveling
abroad.
63-4. Due date of return, = . r ,. ..
o 63-5. Place for filing individual;returns.,
SectioN 64. Records and special returns., . 11 in
5ot Article 64-1. Alds to collection of tax. .. ( N
SectioN 55. Publieity of returns. ., 0l
‘Artlcla.55v2b;-;1. Definitions: -~ ,np cuer
: 65 (b)—2. Copies of income retirns..
65 (b)-3. Inspection of coples of returns., «- .:-
5 (b)—4.rReques} for permission .to- inspect, coples..: ;-
SEcTION 66. Payment of tax. . )

CYITINE (901
Article 56-1. Date on which tax, shall be paid; 1, }

At

56-2. Extension of time for payment of the tax lér in- |

stallment-thereof. .~
66-3. When fractional part of cent may be disregarded.
56-4. Recelpts for tax payments.
SecrioN 57. Examination-of return;snd. determination of tax.
Article 57-1. Examination of retfurn and determination of tag
by the’ Comnifssioner. R
SecTioN 58. Additions to tax and penalties. T
SectioN 69. Administrative proceegifngs.‘l A

CRAPTER, IX
-Miscellaneous Provisions,
v Part VI—Miscellaneous<Provisions

SectionN 61. Laws made applicable, [ TN AT
SecrioN 62. Rules and regulations.. sort. %, N
8ecTioN 63. Taxes in-Jieu.of faxes under-1934 Act.. ..
8ecrioN 64, Short title. ey

>
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'S CHAPTER &
Corporations Exempt Front Tax

|
Subtitle C—Supplemental' Provisions, Supplement A—-Rates of Tax
« (Supplendéntary 'to Subtitle B, Part 1)
Secrron 101. Exemptions from fax on corporations.
Article 101-1, Proof of exéemption.
101 (1)~1. Labor, agricultural, and horficultural organs
izations:
101 (2)-1. Mutudl savings banks. tof
101 (3)-1. Fraternal beneficlary séeleties, ,
101 (4)-1. Btgldl&g and loan assoclations and cdoperative
anks,

“r

101 (5)-1. Cemetery companies.
101 (6)-1. Religious, charltable, 'scientific, 'literary,
educational p;ganizatlons antt community

and

chésts.
101 (7)-1. Business lédgues, chamberg of commerco, .real

e s ~estate bogrds, and boards of trade,

0101 (8)~1. Clvie Jeafugs and local assogldtions of employeds.

101 (9)-1, Social clué)g.'

101 (10)-1."Local benevolent 1ifé inshirance assotiations, mu-
tual irrigatiofi and telephono cémpanies, and
like organizdtions

: 101 (11)-1. Farmers’ or other nlutual hal, cyclone, casunity,

: or fife 'Insurance dompantes ot assoclations,

101 (12)~1. Farmers’, cooperative marketing and purchasing

, assoclations.

101 (13)-1. Corporations organized to fihiitica crop oporations.

101'(18)~1. Religlous or apostolic associattons or corporations,

M

CHAPTER 'Xt-
: Corporations Used to Avaid Surtaz
Section 102 'Surtax on corporations imiproperly accumulating

£i-

surplus.
Article 102-1. Taxation of corporsation ‘Tormed' or ultiiized for
avoidance ‘0T surtdx.
i 102-2. Purpose to aveld 'surtax, !
102-3. Unreasonabld nccumulation of profits.
{102—4. Computation ‘of retainéd nét intdme,
102-5. Payment'of: surfax on pro rats shares.
o
fyl

CHAPTER -XIX
Taz on Citizens 'gnd'corpo%ations of ‘Fort}z’gn Countries
-+ Banks-and Trust Companies—Sale of Oft ot Gas Properties

51
Secrton 103, Rates of tax on cifizens and- corporations of certain
foreign countries.
SectION 104. Banks and trusf compumies.
Secrion 105. Sale of ofl or gay properties.

N CHAPTER XIIX
‘e
Gain or Loss—Regognition, Basis, Dctermination

Supplement B—Computation of Net Incomis (Supplementary to
Subtltrfe’te, Part Iy

éﬁcﬁbx 1‘11 ‘Detexlzmlnatlon 6f amount of, and recognition of, gain
or loss. .

-~ Article 111-1, Computation,of gain, oxr-loss,

Sectron 112 (a): Recognition of gain or loss: General rule,

. Article 112 (a)-1. Sales,or exchanges.

SecTION 112 (b). Recognition of gain, or loss: Exchanges eolely in

. kind, . .- (
Article 112 (h) (1)-1. Property held for productive use In trade
i or business or for investment.
o i 112 (b) (2)-1. Stock for stock of the samo corporation.
, i 112 (b) (6)—1.-Transfer of property to corporation con-
! trolled by transferor.
! 112 (b) (5)-2 Reﬁcltlarga to.ba kept and information to be

" ed.
4112 (b).(6)-4.: Distributions in liquidation of subsidiary

i v corporgation. )
- oo 112 (b) (6)2. Diquidations completéd within one taxe

, il e abla yeax;
! 112 (b) (6)-3. Liquidations covering more than one tax-
i e M ..able year, it
v o 112.(b) (6)—4. Distributions in liquidation as affecting
" minority interests.
;e +1A12:(b) (6)~5. Records torbe kept aind iriformation to be
filed withereturn.
SectioN. 112 .(c). Recognition of gain or loss® Galn' from .exchanges
not solely in kind.
Article, 112«(c)+1. Recelpb.iof other propertyior money in tax-
Bh o -rireé \ekchange nob connected with corpo-
rate reorganization.
SECTION 112.1(d). Recognition ‘of gain or losst Sdme~—Gdin of cor-
Lo poration. oy
SecTION, 112 (e).iRecognition of galm:or loss! Loss from exchanges
not solely - in kind.
seArticle 112 (e)-1.-Nohrecognition of loss.
SecrroN 112°(f)+ Reclognitfoﬁ.“or'gain or loss! Imvolunfary convor-
ons.

1

i

o

‘o

e

-t

glons.
Articlgtnzz(f).-l’. ‘Reinvestment. o'f‘»pfdceegs :‘o’t {nvoluntary con-

o ttelve wersfomut Y
112 (£)-2. Replacémignt funds,
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SECTION:112 (8). Recocmté?n of gain or loss: Definition of reor-
on.
Articleguz (g)—lx?urpose and scope of exception. of reorgani-
D -zation exchanges.
112 (g)—2. Definition of terms.
. .. 7112 (g)-3."Exchanges solely of stock or securlties, or
property, solely for stock or securities, In
pursuance of plan of reorganization. .
112 (g)—4. Exchanges. in reorganization for stock or se-
. curities and other property or money.
112(g)—5 Recelpt of stock or securitles in reorganiza-
tion without su.rrender of stock by share-
holder. . .
REPE 112 {g)-6. Records to be- kept and information to be
filed with . returns.
Secrion 112 (h) Recognition of gain or loss: Definition of control.
Article 112 (h)-1. Control of corporation.
SEcTION 112 (i). Recognition :of gain or loss: Foreign corporations.
Article 112 (i)—l + Reorganizdtion with, or transfer of prop-
- erty -to, a foreign corporation.
SECI‘ION 113 (a) Adjusted basls for determining gain or loss:
Basis {unadjusted). of property.
Art1c1e113 (2)-1. Scope .of basis for determ.lmng galn or lozs,
oo w. -+ 113 (a)—2. General rule.
113 (a) (1)-1. Property included in Inventory.
s, 113 (a) (2)-1. Prgllaertyl zizao nsmitted by glft after December
£] 9 - )
113 (a) (3)—1. Transfer. in irust after December 31, 1920.
113- (a) (4)=1. Gl:rlt or transfer in trust prior to January 1,

s or

.
1

921.
113 (a) (5)—1. Basis of prope.rby acqui:ed by bequest, device,
- o or inheritance.
113 (a) (6)-1. Property acquired upon un tax-frce exchange.
. -113 (a) (7)-1. Property acquired by corporation in reorgan-
ization after December 31, 1917.
113 (a) (8)-1. Property acquired by a corpomtlon after
. December 31, 1920.
113 (a) (9)-1. FProperty acqulred as @ result of an involun-
conversion.
113 (a) (10)-1. Stocks or securities acquired in *“‘wash eales.*
113 (a) (11)-1. Basis of property- acquired during afiiliation.
113 (a) (12)-1. Basls &fsgmperty established by Revenue Act
113 (a) (13)-1. Propert:y contributed in kind by a partner to
partnershi

P.
113 (a) (13)-2 Readjustment of partnership iInterests.
-113 (a) (14)-1. Property. acquired prior to AMarch 1, 1913,
113 (a) (15)-1. BaJs of property recelved in complete liqui~

dation.
- 113 (a) (16)~1. Basffs 1':gaprt)}_:|erty established by Revenue Act

SEcTION 113 (b). Adjusted .basis for determining” gain or loss:
Adjusted basis.
,ZArticlel.ls (b)~1. Adjusted basis: General rule,
oo~ 118 (b)-2. Substltuted basls.

CHAPTER XIV
“Depreciation and .Depletion:‘

SecTioN 114. Basis for depreciation znd depletion,
Article 114—1 :Basxs for allowance of depreclntlon and depletion.

B cmprmxv
Distributions by Corporations—mpfdends

Secrion 115. Distributions by corporations. .
Article 115-1. Dividends.
115-2. Sources of distributions in general,
115-3. Earnings or profits.
., - 115-4. Distributions.other than a dividend.
~° 115-5. Distributions in lquidation.
115-6. Distributions from depletion or dcpreciation re-
serves,
115-7. Stock dividends.
115-8. Electiot? of shareholders as to medium of pay-
ment.
115-9. Distribution in redemption or cancellation of
stock taxable as a dividend.
115-10. Dividends paid in property.
115-11. Effect on earnings or profits of certain tox-free
- exchanges and tax-free distrlbutlons,

CHAPTER vt
- Addztumal Ezclusions From Gross Income-

SectioN 116. Exclusions from gross income.
Article 116-1. Income of foreign governments, ambasvadors. and
- nsuls.

co!

116-2.. Compensation of State officers and employces.

116-3. Bric;g;.s to be acqulred by State or political subd!-
vision.

Capital Gains and Losscs -
SecTron 117. Capital gains and losses."
.. Article 117-1. Meaning of capital assets. -
117-2. Limitations on capital gains and capital losses.

117-3. Determination of pericd for which capital assets
e held.
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Sceriorn 117. Coplital gaing and lozzes—Continued.
Article 117-4, Application of sectfon 117 generally:
117-5. Application of section 117 in the case of husband
and wife,
117-6. Gains and loczes from shorh sales.

CHAPICR XVIOX
Loss From Weashk Secles

Seceriort 118, Locs from wach cales of stock or securlties.
Article 118-1. Lozzes from wash cales of stock or securities. -

CHAPICD XEIX
Income From Sources Within United States

Secrion 119, Incomo from cources within United Stafes.

Article 119-1. Income from Cmm:es within the Unpited States.
118-3, Intorest.
119-3. Dividonds,
119-4. Compencation for lnbor or pcronal services.
1168-5, Rentals end royalties.
118-8. Sale of real proporty.
118-7. Income from cources without the United States.
118-8. Eale of perconal property.
119-9, Doductions in general.
119-10. Apportionment of deductions.
119-11, Other income from cgurces vithin the Unifed

States.

110-12, Income from the cale of personal property de-
rived from cources partly within and partly
without the Unlted States,

118-13. Transportation cervice.

119-14. Computation of {ncome.

CHAPIEDR XX

Certain Dcductions for Charitable and Other Contributions and
Dividends Paid

SecTioN 120. Unllmlub ttc!d deduction for charitable and other con-
ibutions.
Scerion 121. Doduction of dividends paid on cerfaln preferrea
stoelz of ecrtain corporations.

CHAPICZ EXX . B
Credits Against Tax—Supplemental
Supplement C—Credits Againct Tax (Supplentary to Subtiflz B

Scerrorr 131, Tﬂégﬁtof foreign countﬁcs and possessions of 'Unifed
ates,
Article 131-1. Analycis of credit for tazes. - -
131-2, Meaning of terms. ’
131-3. Conditions of allowance of crediﬁ.
131-4, Redctermination of tax when credit pmes
incorrect.
131-5. Cﬁuntrles which do or do not catisfy the similar
cdit requirement.
131-8. When credit for taxes may b2 taken.
131-7, Domestic corporation owningz a majority of the
ctacl: of foreign corporation.
131-8, Limitations on credit for fereign };ans.

CHAPTER XXII
Returns erd Payment of Tz -

Supplement D—EReturns and Payment of Tax -(Supplementory to
Subtitle B, Part V)
Secriory 141, Concolldated returns of ralroad corporations,
Article 141-1. Concoltdated returns of ofiliated corporations
for taxable ycars bezinning after Dacemher
31, 1835.
141-2, Formation of and changes in affliated group.
141-3. Corporations to be included in consclidated re-
turns for taxable years be, ':mmnﬂ' after Becem~
bcr 31, 1835.
1414, Forelgn corporations which may bz treated as
domestle corporations.
Section 142, Flduclary returns.
Article 142-1, Flduclary returns.
142-2. Return by guardian or committce.
142-3. Returns whera two trusts.
142-4. Return by rceolver.
142-5, Return for nonrccident allen- heneﬁcigry
142-0, Time for fillbg retwrn upon death, or -termina-
tion of trust.
Sceriorr 143, Withholding of tox at cource. ” : -
Article 143-~1, Withholding tax at cource.
143-2. Fixed or dezermlnable annual or p_rxodxml in-
come.
143-3. Ixemption from withholding.
1434, Ovmnership certificates for bond mtereﬁt. A
143-5. Form of certificate for citlzens or residents.
143-6. Form of certificate for nonresident aliens, non-
resident forelgn corporations, and unknown
ovners. -
143-7. Beturn ond payment of tax withheld.
143-8. Ovmnerchip certificates in the case of fiduciariss
and joint owners.
143-9. Return of income from wilch tax was withheld.
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SecTioN 144. Payment'of corporation income tax at source, ' =
Artlcle 144~1.. Withholding in the case of nonresldenb foreign
vEoe » -7 cdorpordtions.
144—2 Alds to withholding- agents 1n determlnlng lia-
bility for withholdmg of ' tax. - ’
SecTION 145, Penaltles i
Article 145~1. Penalties.’ -
Secrion 146, Closing by Commissfoner,-of taxable year.
Article 146-1. Termination of the taxable period by Commis
' sfoner.
SecrioN 147. Information at source. " e
Article 147-1. Return of information as to payments of 81 000.
147-2. Return of- information as to payments to em-
ployees. -
147-3. Cases where no return of informatlon required.
_14'7-4. Retutn of information as to lnterest on*corporate
' bonds. - C
147-5. Return of 1nformatlon as to payments to other
than citizens or resldents. o
' 147-8. Foreign itemis; = s ' o
147-7. Return of lnformation as to foreign items.
147-8. Information as to actual” owner.” Y
Secrion 148. Information by corporations. - : N
Article 148-1. Return of informatlon as to paynients of divi-
dends. '
148-2 Information respectlng compensaf.ion of officers
! " gand employees in' excéess of 816,000.
SECTION 149 Returns of brokers. ..
Article 149-1, Return of information by ‘brokers ot
SESTION 150, ‘Collection“of forelgn items; i
Article 150~-1. Licehse-to- collectf forelgn items

CHAPTEB xxm» IR
Estates and Trusts
Supplement E——Estates and 'I‘rusts

Secriown 161. Imposition of tax.
Article 161-1, Imposltlon of the tax.
SecrroN 162. Net income. IS P
Article 162-1. Income of estates and trusts.
8ectIOoN 163, Credits against net income.> ., v 7 007,
Article 163-1. Credits to estate, trust, or: beneﬁclary
SectioN 164. Different taxable years.
SecrioN 1656. Employees’ trusts., ~.% )
SECTION 166. Revocable trusts.
Artlcle 166-1. Trusts with recpect to the ‘corpus of which the
Gy . grantor is regarded as remaining’ in substance
the owner.il
SecrIoN 167, Income for benefit of grantor.
'Article 167-1. Trusts in the income of ‘which the gtantor rétains
an interest.
SectION 168. Taxtest of foreign countrles and possesslons of United
States,
SECTION 169. Commbn {rust funds;
Article 169~1:-Common trust fund‘defihed.”
169-2. Returns of common 'trust funds.

CHAPTER ‘XXIV .«

[

'( . ST

T | Partnerships o
Supplement F—Partnerships

Secrion 181. Partnership not taxable. RN
Article 181-~1. Partnerships.
Secrion 182, Tax of partners.
Article 182-1. Distributive share: oi partners,
Section 183. Computation of partnership income,
Article 183~1. Computation of partnership incomé!
SecrioN 184, Credits against net income. -
Article 184-1; Credits a‘Ilowed partners, ="~ '
8ecrIon 185. Earned -dncome. - ' -t
Article 185-1. Earned income credit of partners.
BecTioN 186. Tag;est of foreign countrles and possesslons of United
- ates. '
SEmON 187. Parthership returns,” ' i
Article 187-1. Partnership returns."
187-2. Contents of pa.rtnership return.
SEcrron /188, Differént taxable years of partner and partnership.

CHAPTER XxV st [
Insurance Gompanies o '
Supplement G—Insurance Companies

SecrioN 201 (a). Tax on life insurance- companies: Definition.
Article 201 (a)—1. Life insurance.companies: Definition.
SecTIoN 201 (b). Tetx on llferinsura.nce companies: Imposition of

ax., )
Article 201 (b)-1. Life. insurance companies":Rate‘of taxs oo
201 (b)—2 Foreign life insura.nce companies—Netﬂ in-
. come, -
SECTION 202. Gross lncome of life insurance companies.
SectioN 203(a). Net income of life insurance cOmpanieS' General

rule,

Artlcle 203 (a)—l. General Jlmitatlon on deductlons.

«, 203 (a) (1)-1. Tax-free interest.
.+ .203 (a) (2)-1. Reserve funds: - -
203 (a) (4)-1. Investment expenses. -
203 (a) (6)-1. ’I‘axets tt).nd expenses with respect

<. estate. .

203 (a) (8)-1. Depreciation. -, -
203 (a) (7)-1.iInterest. - .« - ... . _ &

to real
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SecTION 203 (b}. Net income of 1ife msurance companied; Rontal
value of real estate. !
-+ -Article 203 (b)-1. Real estate owned dnd occupled.
SecTION 204 (2). Insurance companies other than nm or mutual:
Imposition of tax.
Artlcle 204 (a)-1. Tax on Insurance com‘panles othor than life
' . or mutual, . ¢
Ss:c'non' 204 (b) Insurance companies other than life or mutual:
- ~Definition of income, etc,
Artlcle 204 (b)-—1. Gross income of insurance compunles other
tharii life or mutual, .
SECI'ION 204 (c) Insurance companies other than llfo or mutual:
Deductions allowed. '
SecTroN 204 (d): Insurance companies other thafr 1ifé’'or mutual:
Deductions of forelgn corporations.
SERTION 204 (e). Insurance companies other than llfo ’or mutual¢
Double deductions. .
Articla 204 {c)-1. Deductions allowed . msuranca companles
~ .other than life or mutual.,
Szo'uou 205. Tagiestoi foreign countries and possessions of Unlted
ates, .. .
SECTION 206. Computation of gross incomae. :
SecrIoN 207: Mutual insurancd companies other than life.
Article 207—1 'ra;:i:f on mutunl lnsurance compahics othor than
e,
U 207—2. Gross tincome of mutual f msumnco» compunlos
other than Iife.
: v207~—3 Deductions allowed mutual ihsurance ¢onpanies
| other than life insurance comipanied, °
207—4. Required addition to reserve funds of mutual {n-
. surance companies (otheér than life). !
207—5 Special deductions allowed mutunl mm‘lne in-
e - ‘surance companies,
- T 20’1»6 Special -~ deductions sllowed mutual msumnco
L ' companies (other than life or marine).
207-7. Returns of mutual insutance companies (other
than' lfe) ]
{ N e
CHAPTER XXVI

NE2RN i '

C e .. Nonresident Aliens 1 ¥
B Supplexnent; H—-—‘Nonresident Alfen Ihdividuals |

SecTION 211, Tax on' nonresidént allen individuals. .
Article Z11-1. Taxation of aliens in general.
v 2112, Definition.
' 211-3. Allen.seamen, when to bé regarded a3 résidents.
' + 712114, Proof of residence of allen. -
'211-5. Loss of residence by allen.
-211-6. Duty of .employer to determine status of alion
employee.
211-7. Taxation of monresident allen individuals,
SecrIOoN 212. Gross income.
Article 212-1. Gross income of nonresident alien iddividuals.
212-2. Exclusion of earnings of foreign ships from gross
income.
SectioN 213. Deductions.
Article 213~1. Deductions allowed nonresident alien individuals.
SecTION 214, Credits against net income.
Article 214-1. Credifs to nonresident allen individusls.
SecrioN 215, Allowance of deductions and credits.
Article 215-1. Allowance of deductions and credits to nonresi-
dent allen individuals.
Sectron 216. Credits against tax.
SecTiOoN 217. Returns.
Article 217-1. Time and place for ﬂling refurns of nonres{dent
alien individuals.
217-2. Return of income.
SectioN 218. Payment of tax.
Article 218-1. Date on which fax shall be paid by nonresident
alfen individual.
SECTION 219. Partnerships.
Article 219-1. Partnerships.

CHAPTER XXVII
. . ! Foreign Corporatwns

Supp‘lemenﬁ I—Forelgn Corporations

Secrion 231, Tax on forelgn corporationt.
Article 231-1. Taxation of foreign corporations,
231-2. Undistributed profity surtax.
231-3. Gross Income of foreign corporations.
231-4. Exclusion of earnings of forelgn ships from
gross income. ‘
SecTioN 232. Deductions.
Artlele 232-1. Deductions allowed foreign corpomtlons.
Secrion 233, Allowance of.deductions and credits.
Article 23341, Allowance of deductions and credits.
SecrroN 234. Credits against tax.
SecTioN 235. Returns.
Article 235-1. Time and place for flling returns of foreign
corporations.,
235-2. Return of income.
SectioN 236. Payment of tax. '
Artlcle 236-1. Dates. on which tax shall bo paid by forelgn
corporations,
SECTION 28'7. Forelgn insurance companies.
SecTION 238. Afilliation.
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Income From Sources Within Possessions of United States
. Supplement J—Possessions of the United States

SecTION 251. Income from sources within possessions of United
© 7 States, ™’

Artlcle 251-1. Citizens of the United States and domestlc cor-
- _porations derlving income from sources within
- o “a possession of the United States.
T "251-2. Income received within the United States.
251-3. Tax in case of corpom.tlons.
251-4, Definition.
-~ 251-5. Deductions allowed cltizens and domestic cor-
R -- porations entitled to-the benefits of section

.

---- 251,
251—6; Allowance of -deductions and credits to cltizens
- - - - and domestic corporations entitled to the bene-
R fits of- section 251.--

Secrion 252, Citizens of possessions of United States.
Article 252-1" Status’of citizens of United States possesslon.
.. . . CHAPTER XXIX

L .- _. China Trade Act Corporations _
__ Supplement K—China Trade Act Corporations

Secrion 261. Taxation in general
SecTION 262. -Credit against net income.
SecTION 263.- Credits agalnst -the tax. -
SECTION 264. Affiliation.
SecTIoN 265. Income of shareholders.

- Article 262-1. Income of China Trade Act corporations.

262-2. Credits allowed China Trade Act corporatlons.

i 262—3 ’Meaning of terms used In connection with China
. . Trade Act corporations,

N - ’262—4 Withholding by & China Trade Act corporation.

Supplement L—Assessment and Collection of Deficlencles

SecTioN 271. Definition of deficiency. .
- Article 271-1, Deficiency defined. . .
SecTioN 272. Procedure in general.
Article 272-1. Assessment of a deficiency.
272-2. Collection of & deficiency.
272-3. Extension of time for payment of a deflclency.
SecTION 273. Jeopardy assessments.
- Article 273-1. Jeopardy assessments.
SecTtioN 274. Bankruptcy and recelverships.
Article 274-1. Bankruptcy, proceedings for the rellef of debtors,
‘and receiverships.
 274-2. Immedlate assessments in bankruptcy, proceed-
) “ings for the relief of debtors, and recelvership
“cases.
SecTioN 275. Period of limitation upon assessment and collection.
SEcTION 276. Same—Exceptions.
SecrioN 277. Suspension of running of statute.
" Article 275-1. Period of limitation upon assessment of tax.
275-2. Period of limitation upon collection of tax.

_CHAPTER XXX{
Interest and Additions to Tax
Supplement M—Interest and Additions to the Tax

SecTION 291. Failure to file return. B
- . Article "201-1. Addition to the tax in case of fallure to flle
return.
Secrion 292, Interest on deficiencies.
Section 293. Additions to the tax in case of deficlency.
SecTION 204. Additions to theé tax In case of nonpayment.
Secrion 295, Time exténded for payment of tax shown on retwrn.
Secrron 296. Time extended for payment of deficlency.
SecrioN 297. Interest in case of jeopardy assessments.
SectroN 298. Bankruptey and receiverships.
Secrron 299. Removal of property or departure from United States.

CHAPTER XXXIT
Claims Against Transferees and Fiduclarics
Supplement N—Claims Against Transferees and Fiducliaries

SecrioN 311. Transferred assets.
©  Article 311-1. Claims In cases of transferred assets.
SectroN 312. Notice of fiduciary relationship.
Article 312~1. Fiduciaries.
CHAPTER XXXIII
Overpayments
Supplement O—Overpayments
SecrioN 321. Overpayment of installment.

SectIoN 322. Refunds and credits.
Article 322—1. Authority for abatement, credit, and refund of

.-"" .7 ! 322-2. Credit and refund adjustments.
822-3. Claims for refund by taxpayers.
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Sperrorr 322. Refunds and credits—Continued.
Article 3224, cmmﬁ Iotr payment of judgment obtalned against
collector.
322-5. Claim for payment of judgment obfained in
gtxgtted States district court against the United
3.
322-6. Claim for payment of judzment obtained In the
Court of Claims against the United Stafes.
322-7. Limitations upon the crediting and refunding of

taxes patd.

322-8. C‘rcdlungmot accounts of collectors in cases of
accez-ments against eaveral - persons covering
came llabmty.

CHAPTER XXXIV
Surfez on Personal Holding Companies

Title IA—Additlonal Income Taxes

Section 351. Surtax on perconal holding compantes.
Article 351-1. Surtax on pcrsonal holcnnf’ companies,
351-2, Clacsification of o personal haldlng company.
351-3. Computation of undistributed adjusted net in-
come,

351-4. Amounts uced or cet aside to retire indebtedness
incurred prior to January 1, 1934.

351-56. Computation of surtax.

351-6. Ilusctration of computation of undistrivuted
adjusted net income and surfax.

351-7. Payment of surtax on pro rata shares.

3651-8. Return and payment of tax.

361-9. Dztermination of tax, azsessment,

CIHAPIER XXXV
General Provisions—Definitions -

Title VIXI—General Provisions

Secrrom 1001, Definitions.
Article 1001-1, Clacsification of taxables.
1001-2. Accoclation.
1001-3. Accoclation distinguished from trust.
1001-4. Partnerchips.
1001-5. Limited partnership as corporation.
1001-6. Limited partnership as partnership.
1001-7. Insuranca company.
1001-3. Domestic, forelgn, resident, and nonresfdent
percons.
1001-9, Flduclary. :
1001-10, Flduclary distinguished from agent.
Sreeriorr 1002, Separability clauce.
Secrrornr 1003, Effective date of Act.
Article 1003-1. Effective date of Act.

collection.

CONIENTS OF AFFENDIX Paragraph
number
Adjustments of carrlers® tax Labllities to conform to recap-
ture payments.
Section 1107, Revenue Act of 1932. - -
Administrative review. -2
Eectlon 1107, Revenue Act of 1826.
Board of Tax Appeals:
Date when Board's declsion becomes final 16
Sectlon 1005, Revenue Act of 1926,
enditures and personnel 10
Scctlion 910, Rovenue Act of 1924 a3 amended.
Frivolous appeals 11

Ecction 911, Revenue Act of 1924 a3 amended.

2fembership, 3,4,5
Sections 800, 801, 802, Revenue Act of 1924 as

amended. -

Organization and procedure 6,78

Sections 863, §04, 805, 806, 807, Revenue Act of 1922
as amended,
Raview of Board's declsien by courts.
Scctlon 1001, Revenue Act of 1926, as amended.
Transferee proceedings—
Burden of proot.
Scetion 912, Revenue Act of 1924 as amended.

cxamination

Scction 813, Ravenue Act of 1924 as amended.
Yenue

Sections 1002, 1003, 1004, Revenue Act of 1926, as
amended.
TWitnezzes
Secctions 803, 803, Ravenue Act of 1924 as amepZad.
Closing ogrecments.
Section €06, Revenue Act of 1923,
Article 1301, Regzulations 74, B
Collection of taxes: N
Acceptance of Treasury certificates and Treasury nofes— -
Article 1381, Regulations €3, as amended.. — 19
Article 1392, in part, Regulations 69, as amended__ .
Checks in payment of taxes 21
Section 109, Title 26, U. S. Code.
Enforcement of lability for taxes collected
Section 637, Revenue Act of 1834.
Payment of and recelpt for taxes.
Section 1118, In part, Revenue Acf of 1926.

13

12

14,15

17,18

26
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L.y . " ' ~Paragiaph
Collection of taxes—Continued. g T Tnumber
+ Recelpts for payment 23
i1 Section 3183, Revised Statutes; as amended.
.Buits to restrain, barred 24
.. Scaotion, 3224; Revised -Statutes.;, .., __ ooe
Uncertified-,'gchecks 25
.., Articlp, 1393;; Regulations. 69, 1 %
Compromises: .~
' Clvll and criminal cases 27
. Section 3229, ,Revised Statutes. .
" Concealment of assets. 9 28
Section 616, Revenue Act of 1928
Courts—Jurisdiction:
Section 617, Revenue Act of 1028 29

Section 1122, Revenue Act of 1926, amending section

24, in part, United States Judicial Codesmammun mecuan- 30

Deposit of United States bonds or notes in lleu of surety..-- 31
Section 1126, ‘Hevenue Act'of 1926, as amended’’

Disclosure of fncome-{;ax returns prohibited . ___=' 32
Séction 3167, Revised Statutes, as amended.

Examination of books and 'witnesses.___l_il___. 33
Section 1104{ Revenue Act of 1926 as amended

-' Transferees . 34
Section 507, Revenue Act 'bf11934 T

Unnecessary examinations * d 35

"' "gectlon 1105, Reveritil Act*of’ 1926“ !

Informers. T 36
Section 514, Revenue Act of 1934. ;«. "‘ VTS

Interest: B
Dolfhtjuent taxes o 39

Section 404, Revenue Act of 1935.
Judgments 38
“Section 177.- (b), United States Judiclal Code, as
amended.
Overpayments.... ool i 37
Section 614, Revenue Act of 1928, as amended. .,

Liens for taxe - 4 40
Section 3186, Revised Statutes, as amended.» h
Priority of, debts -due United States— -

Section 3466, Revised Statutes. 41
Section 3467, Revised Statufes, as nmmdm‘l 42
Limitation:
Effect of expiration period of limitation. agalnsb taxpayer. 43
Section 608, Revenue Act of 1928, as amended.,
Eﬂ'segtt of explratlon period of limitation agaihst United
a' es O v
Sectlon 607, Revenue Act; of 1928, |, et ot
Prosecutions for internal revenue offense: - - ..45
Sectlon 1108, Revenue Act of 1932. R

Penalties. tmw.. 46-48
Section 1114, Revenue Act of 1926. -
Failure to file return . 48

. "Section 406, Revenue Act of 1935.~

¥ TFalse claim 47
-Section 36;-Criminal Code of the ‘United’ States,
! amendedr--  ---- )
Refund or credit: ) .
Assignment of claim*void before-allowance_._.._....... ————— 49
Scction 3477, Revised-Statutes, - ce AT
Effect of explration period of limitation against 'Unlted o~
States: . 51
Section 607, Revenue Act of 1928 e
@ Erroneous-credits o o 50
Section' 609, Revenue Act’ bf 1928; ~+ T O
Recovery of amounts erroneously refundéd Sl 52
. Secétlon 610, Revenue -Act of 1928;as aménded: --
Suit mo%y not be brought unless- clalm, filed;: limitatlon 53
‘Section 3226, Revised Statutss, as amended I
Regulations: Gt s a m,
Retrozcuve regulations .. . el 54
ctlon-1108, Revenue Act of 1926, as, amended g
When law is changed . b5
Section 3447, Revispci sf;atutes, [U. S. Code, Title 26,
seétlon 1691 '(2).
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T.D. 4666. i
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CERTAIN GENERAL PROVISIONS' oF LAw RELATING TO INcOME TAXES
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Scope .of..Regulations,.

< Be it enacted by the Senate and House.of,Representatives of
the United States of America in Congress assembled, That
this Act, divided into:titlé8 and sections’according to the fol-
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lowing Table of Contents may be c1ted as the “Revenue Act
of 1936"' e ,

PR 3

O T S S T E R ] L] b

‘I‘it]e I—Income- Tax, Subtitle A—Introductory Provisions

S:-:c 1. Apphcatwn of tv.tle —The provls!ons of this title shall ap-
ply only to taxable years beginning after December 31, 1935. In-
come, war-profits, and -excess-profits taxes for taxable years begln-
ning prior to January 1, 1936, shall not be affected by the provisions
of this title, but shall remain subject to the applicable provislous
of ‘prior revenue Acts, except as such provisions are modified by
legislation enacted sub<equent to this Act.

ARTICLE 11, Scope of regulatzons —These regulatlons deal

Wlth the taxes upon net income 1mposed by Title I of the
Revenue Act’ of 1936, including the tax imposed by section 102
OF Title T of that Act upon the net income of certain corpora-
tions; and the tax imposed by Title IA of that Act upon the
undistributed adjusted net income of personal holding com-
panies (see section 351). -
__The articles of these regulations_have been given key num-
bers corresponding to the numbers of the sections, subsec-
tions, or paragraphs of the Act. For example, articles 23
(a)=1 to 23 (a)-12, relating to deduction for expenses, bear
the key number 23 (2), which corresponds to subsection 23
(a) of the Act. The-articles bearing a given key number are
the regulations prescribed with respect to the corresponding
section, subsection, or paragraph of the Act; and the section,
subsection, or paragraph of the Act shall be considered as a
part of the respective articles to which it corresponds.

Sec. 2. Cross References—The cross references in this title to
‘other portions of the title, where the word “see” Is used, are made
only for convenience, and sheall be given no legal effect.

*Sec. 3. Classification of Provisions—The provisions of this title
are herein classified and designated as—

i"Subtitle A—Introductory provisions,

Subtitle B—Genereal provisions, divided into Parts and sections,
: Subtitle C—Supplemental provislons. divided into Supple-
ments and sections. N

.ART 3-1. Division of regulatwns —These regulations have
been divided into 35 chapters. Chapter X relates to Intro-
ducbory Provisions, Subtitle A of Title I. Chapters ITI to IX
relate to General Provisions, Subtitle B of Title I. Chapters
X tp XXII relate .to Supplements A to D of Supplemental
Provisions, Subtltle C of Title I. Chapters XXIIT to IXIX
.relate to Supplements E to K of Supplemental Provisions,
Subtitle C of Title'I. Chapters XXX to XXXTIT relate to
Supplements i to O of Supplemental Provisions, Subtitle C of
*Title I. .ChapterXXXIV relates to Title 1A, Surtax on Per-
-sonal Holding Companies. Chapter XXXV relates to Title
“VIII, General Provisions of the Act.

- SEc. 4. Speczal Classes of Ta:cpayers ~—The application of the
General Provisions and of Supplements A to D, inclusive, to each
of the following special classes of taxpayers, shall be subject to
the eXceptions-and additional provisions found in the Supplement
applicable to such class, as follows:

(at); E]}E:states and trusts and the beneficlaries thercof—Supple~
ment E.

(b) Members of partnerships—Supplement F,
~ (c¢) Insurance companies—Supplement G.

(d) Nonresident alien individuals—Supplement H.

(e) Foreign corporations—Supplement I.

(f) Individual citizens of any possession of the United States
-who are not otherwise citizens of the United States and who are
not residents of.the United States—Supplement J.

(g) Individual citizens of the United States or domestic cor~
-porations, satisfying the conditions of section 251 by reason of
deriving a large portion of their gross income from sources within
.a- possession-of ‘the United States—Supplement J.

- (h) China Trade Act corporations—Supplement X.

- ArrT. 4-1. Application of regulations to special classes of
tarpayers—With respect {o certain classes of taxpayers, the
“application of the provisions of Chapters IT to XXIT is sub-
ject to certain exceptions and additional provisions, which
are discussed in Chapters XXTH to XXIX, as follows:

Chapter XXITI—FEstates and trusts.
Chapter IXIV-—Partnerships.
Chapter XXV—Insurance companies.,
_-Chapter XXVI~-Nonresident alien individuals,
' Chapter XVII—Foreign. corporations.
Chapter XXVIIT—Income from sources In possesions of the
N - United States.
[ Chapter XXIX—China Trade Act corporations.
Vol.I—pt 2—37——38 - - B
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For provisions interpretative of section 351, surtax on per-
sonal holding companles, see articles 351-1 to 351-9, inclu-
sive. For provisions relative to surtax on corporations im-
properly accumulating surplus, see articles 102-1 o 102-6.

CHAPIER IX B
Rates of Tax

Subtitle B—General Provisions, Part I—Rates of Tax

Sec. 11, Normal Tez on Individucls—Tnere shall be levied, col-
lected, and pald for each tasable vear upon the net income of
every individual o normal tax of 4 per centum of the amount of
the net lncamc In excess of the credits pgalnst net income provided
in ceetion 25,

Ant. 11-1, Income tax on indim‘duals.—'ntle I of the Act,
which applies only to taxable years beginning after Dacem-
ber 31, 1935 (see section 1), imposes an income fax on in-
dividuals, including a normal tax (section 11) and a surtax
(section 12). The tax is upon net income which is deter-
mined by subtracting the allowable deductions from the gross
income. (See generally sections 21-24) In cerfain cases
credits are allowed againsk the net income before computing
the tax (section 25) and in other cases against the amount
of the tax (sections 31, 32, and 131). In general, the tax'is
payable upon the basls of returns rendered by parsons liable
thereto (cections 51, 53, 142, and 217, except that in some
instances it is to be paid at the source of the income (section
143). Exceptions and additional provisions applicable to
certain speclal classes of faxpayers are listed in section 4.
See section 102 as to shareholders of corporations formed or
availed of to prevent imposition of surtax. See section 351
as to shareholders’ of personal holding companies. See see-
tion 117 as to treatment of capital gains and capital losses.

ART. 11-2. Citizens or residents of the United States liable
to tax—In general, citizens of the United States wherever
resident, are liable to the tax, and it makes no difference that
they may own _no assefs within the United States and may
recelve no income from sources within the United States.
Every resident alien individual is Hable to the f{ax, even
though his income Is wholly from sources oufside the Unifed
States. As to nonresident alien individuals, sce sections
211-219,

Art. 11-3. Who is @ citizen—Every person born or naf-
uralized in the United States, and subject fo its jurisdiction,
is a citizen. When any naturalized citizen has left the
United States and resided for two years in the foreign coun-
try {from which he came, or for five years in any other
forelgn country, it is presumed that he has ceaszd to be an
Amerjcan citizen. ‘This presumption does not apply, how-
ever, to residence abroad while the United States was at war,
nor does it apply in the case of individuals born in the United
States subject to its jurisdiction. However, even though an
individual born in the United States, subject o its jurisdic-
tion, of either citizen or alien parents, resided in a foreign
country for o number of years, he would still be & citizen
of the United States, unless he had become nafuralized in,
or taken an cath of allegiance fo, the foreism country of
residence or some cther foreign state. A foreigner who has
filed his declaration of infention of becoming a cifizen of
the United States but who has not yet received his final
citizenship papers Is an allen. See articles 211-2 fo 211-5
for distinction between a resident alien individual and a
nonresident alien individual.

Bce. 12, Surtaz on Individuals—

(8) Definition of “surtaxr net income)’—As used In this sectxon
the term “surtax pet income"” means the amount of the nst in-
centalc; nu}_'se:&c)%m of the credits against net income pravided in
Eec(b) Rates of surtaz—There chall ba levied, collected, and paid

for cach taxable year upon the surtax net income of every indi-
vidual a surtax as follows:

Upon a surtax net income of $4,000 there shall be no surtax;

upon surtax net incomes In excess of $4,000 and not In excess
of £6,000, 4 per centum of such excess.

$80 upon gsurtax net incomes of £6,000; and upon surtax net
incomes in excess of £6,000 and not In excess of $8,000, 5 per
centum in edditlon of cuch excess. -

8180 upon surtax net Incomes of £8,000; and upon surtax neb
Incomes in excess of £8,000 and not In excess of $10,000, 6 per
centum In pdditton of such excess.
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300 ipon surtax het incomes 6f $10,000; and.upon surtax net
- -Incomes in excess of $10,000 and- not in excess of $12,000, f7- per
.gentum in addition of such excess. .. . . .
$440 upon surtax net incomes of $12,000; and upon surtax net
inconies in excess of $12,000 and-nob in excess of $14,000, 8 per
centum in addition of such excess.
£600 upon surtax net incomes$ of $14,000; and upon surtax net
incomes In excess of $14,000 and not-in excess of $16,000, 9 per
centum in addition of such excess. '~
$780 upon surtax net incomes of $16,000; and_upon;surtax net
incomes in ‘excess of $16,000 and not in excess of $18,000, 11 per
- centum in addition of such excess. o o [
81,000 upon surtax net incomes of $18,000;
net incomes in excess of $18,000 and'not in
13 'per centum in addition of such excess, . . .
§1,260 upon surtax net incomes of $20,000; and ‘upon surtax
net lncomeg in excess of $20,000 and not in excess of $22,000, 15
© per-centum in‘addition of such excess. v . - - !
-1 $1,660 upon surtax net incomes of -$22,000; and- upon surtax
- netydncomes, in excess of $22,000 and not, in- excess of $26,000, 17
.aglg,itiqn of such éxcess..

and. ﬁpon surtax
excess. of $20,000,

per, centum in X e et
" 82,240 'upon' blirtax net incomes of- $26,000; {dnd' upon surtax
‘net incormes {n exéess'of $26,000 ‘and not in. excess. of $32,000, 19

. ber centum in addition of such excess. -,." -,.c.- , -
$3,380 upon, surtax net incomes.of $32,000; -.and _upon surtax

"~ et fntomes in excess of $32,000 and not in’excess of $38,000, 21
""Per centumi'in-addition of such'eéxcess. i - - - - BN
1 1. 4,640 upon surtax net incomes of.$38,000; and upon surtax net
. incomes In excess of $38,000 and not.in excess.of $44,000, .24, per
centum {n dddltion’of such excess, '~ T S
' $6,080 upon surtax ret incomes pf $44,000;"and upon burtax net
incomes In’ exc¢ess of §44,000-and.not in-excess of '$50,000, 27 per
~centum in addition of such exceSs.i: (- iz il v
.. 37,7700 upon, surtax net:incomes.of $50,000;, and upon surtax
» net incomes in excess of $50,000 and not in excess.of. §56,000, 31
' per centum b addition of such exgess,, - - - oo Y
'+ $9,560" upon’ surtax met incomes of $56,000;° and Upon surtax
[-net incomes in excess of $56,000 and not ‘in’ excess:.of $62,000, 35
- .per centum in additipn of such excess.; ,-- -
$11,660 upon surtax net incomes of $62,000; and upon surtax
‘ net‘iﬁcomes’m‘éxcessiof $62,000 and nbt in excess of $68,000, 39
"Per centum int addition of such’excess. - -t -0
vy ,$14,000 upon surtax net incomes -of $68,000; and upon surtax
1, 2Pt incomes. in excess of $68,000 and not in excess.of.$74,000, 43
“ger‘ centum In addition ‘of such excess." N .
' 7818,680 upon surtax-net incomes-of '§74,000;" and ‘upon surtax
net Intomes in excess of $74;000 and mnot.In excess of:$80,000, 47
per centum, in addition of such.excess, : .-

19,400 upon, surtax net incomes of; seb,o’do; ahdrﬁr;,oi surtax

b Héi incgmes in’ ‘eXcess of $80,000' and-riot in excéss of $90,000; 51

- Upert centum In'additlon. of such efcess,:¢ fIr . . Lo
324,600 upon surtax net incomes of $90,000; and upon;surtax
.. net.incomes in excess.of $90,000 and; nof in excess of 100,000, 55
pér céntim in addition”of such excess, ° . ' [ v -
"'$30,000 upon’surtdx riet incomes of $100,000! and ‘updh surtax
rnet incomes inexcessiof $100,000 and, nof in éxcess of $150,000,
168 _per: centum. in,addition of such excess.; . ;. + 1. 2 - o
., $69,000 upon surtax net incomes of $150,000;. and upon suitax
' ‘net incomes In'excess ot $150,000 and not in excess of'$200,000,
. 607Der’ centum in-hdditioniof such excess... . o . o7 s
«,1 ;$89,000 upon, surtax net-incomes-of $200,000; and, upon surtax
.., bet Incomes in excess, of :$200,000 .8nd not in excess of $250,000,
4 62 per cehtum 1 dddition of sdch ekcess, - - ¢ - - 0 4 ¢
“ '+1§120,000 uponi surtax net Incomes ‘of $250,000; and ifpon suitax
. net dncomes in excess of $250,000hnd not .in,_excess-of $300,000,
. .,64.per centum in-addition of such excess.; . Mg bl
*"$152,000 upon surtex, net- incontes of $300,000;5nd Wpd surtak
' -fiet Intomes In excess- 6f $300,000 'and not in"excess':of $400,000,
6B iper centum in ‘addition of such .excess. r . 3 i, of
. $218,000 upon surtax net incomes of $400,000; and;upon surt
net Incomes in excess of $400,000 and not in excess of $500,000
' 68 pel‘centum in additfon of such excess.’” 0 ¢ T
i £2B6,000 upon surtax net incomes of $500,000; and upon surtax
:, net incomes in excess of $500,000 and not, in excess,of $750,000,
70 per,centym in addition of such. excess. k

IR .

" hlet incomds In excess of §750,000 and ot in excess of $1,000,000,
72 per centum: in addition of such excess, - ¢ TR
§641,000 upon surtax net incomes of $1,000,000; and upon sur-

tax net incomes in excess of $1,000,000 and not in excess of
$2,000,000, 73 per centum in addition’ to such excess.” -~ -
*-$1,371,000 upon surtax net incomes of $2,000,000; and upon
-+ surtax net incomes in excess of $2,000,000 and not in‘excess of

' 5,000,000, 74 per centum in addition of such- excess.® -

$3,691,000 upon surtax net incomes of $5,000,000; ‘and upon

Tt surtax net.incomes.in. excess<of >$5;000,000, 76 per -centum in
-1 addition of: such.excéss, .* - I S

oM,

(¢) Tax on personal holding companies—For
holding companies, see section 351. ' - - - . N

(d) Avoidance of surtazes by-incorporation—For surtak ‘'on cor-
porations which accumulate surgqu‘;to ’avqld.migﬁ- on, stock-

holdets, see'section 102. IS o
Awrr, 12-1. Surtaz—In addition to the mormal tax imposed
by section’ 11 a surtax’ is impgsed 'at the rites-sPetified, in

section 12 upon the surtax net ircome,of every, individual,.
resident or nonresident, except nonresident alien individuals

S et ‘*uj‘_,‘_‘-
tax on personal

VoL 48

$461,000 upoh surtax net incomes of $750,000; sndipon-surtax’

1 v
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subject to'the tax imposed by section 211 (a). The strthx
net income is the amount of the net income in excess of the
personal exemption and credit for dependents. (See gener-
ally articles 25-1 to:25~7.), For surtax on corporationg im-
properly accumulating surplus see section 102, As to surtax
on personal holding companies, see section 351. ‘

- Art. 1242, Computation of surtar—The following table
shows. the' surtax due for taxable years beginning after
December:31, 1935, upon certain specified amounts of stirtax
net income. In each.instance the first figure of the surtax
net income in the surfax net-income column is to be excluded
and the second figure included. The percentage given oppo-
site applies fo. the. excess of income over the first figure in
the ‘surtax, net-income column.* ‘The last column glves thié
total surtax on’a surtax net income equal to the second figute
in the surtax pef-inedme golumn.’” T

SurtaszabZe AR

[

o ' |
- ‘o . ‘ o LT N ) Ca L
[ srtathetincsine’ ' "Poteant | Total suetnx
R , 14, R . y . P
. S TSN i (N Y . B
$0.£0 $4,000, " - by
$4,Ofi)‘t056.000'""‘ N i lens trenin i R PRERtAY T}
$6,000tor 58,000 ot ; ' § 180
33,000 to $10,000 .-~ ¢ a a0
10,000 £0 $12,000. 2= 12 oo ook oy 1410
$12,000 to$14,000_ LTI T T s L oo
$141000 to $16,000. ' , PR 9 760
16,060 to $18,000_-- L. 5o oI I I 1| 1,60
sg’% :o,sg.m.-.,.;;;;;-...‘.;,..u.,..:......-.4.-....“. }g },%
0 s
$22,000 to $26,000 17 2,210
226,000 to.$32,000 - " 10 335
$44,000 £6'S50,000 21 -Laaiilcmoiembomm oot 27 7,700
$50,000 to $58,000 FUSRR b dd b s 31 0, (60
ggg;g%tg ggg,g% ------------------ T S Y BT :333 ! li,ggg
$68,000°t0 $74,000_ ..o LTI e IRt 16, 650
ok e I
$90,000 to $100,000 N 55 0,000
$100,000 £ $150,000- .0 .2 s Lo : , ] 59, 000
S500/000 15 Spob o0z imomopso IRTIE 150, 0
L et T I
S0t S0 T T ey 3‘3‘1’:%
) s 'y dad ¥ 4
$750,000 to $1,000,000.. 1 I 1)
D000 32,000 SR I % i
$2,000,000 30 35, st 78 )05 3591, 000
$6,000,000 Up- - --- Aayeerrbannns - . 0, 38 [nenenpppangens

R IE ) LN

-+./The surtax for any amount.of suffax. et income ' not
shown.in the tablé“is computed by adding to the surtax for
the largest amount shown ‘which is less than the surtax net
income, the surfax upon the excess over that amount at the
rate indicated in the table, .Accordingly; the surtex due fot
taxable: -years beginning- dfter December 31, 1935, upon o

T T L R ITIRNR

*surtax net income of ‘$63,128 would be $12,099.92, computed
i 1

.as follows: .~ . ‘

4 f

Surtax on $62,000 from table - ; i 811, 2‘60. 00
Surtax on $1,128 at 89 .perdent- .l 43002
Totalo—eoomme ) el '12, 099,92

- r D

- " SEt.<13. Nérmal Tax on Corpordtionsi— oo

< © (4} Définition.—A% used i1 this title the term "normalftax not

;m;omg" means the nét income minus the sum offh

. L0 E i . I » e
(1) Interest on obligations of the Uniited Statex and its instru-
.. mentalities—The credit; prayided in section 26. (a). C
(2) Dividends received~~The credit provided. in seation 26 (b).
Such credit shall not be- alloawed in the cage of & mutugl invest«
ment company, as defined in section 48,
. (8) Dividends paid~In the case of & mutus) investment com-
- - pany the credit provided. in section 27, computed without the

. péh%ﬁt‘,\of,spbsgptiqn {b);-}hereot (relating to dividend carry-
lover): e T TS D

v

S U S I S S TR TS (R RTUL A T v .
(b) Imf)o tion of tax—There shall be lteyie‘d,,qollected. and paid
for each taXable year upon the normal-tix net income of every
corporation, & normal tax as follows: . . L

Upon normal-tax net mcome_sfﬁot'nj 9);ce's§ of $2,000, 8 per
centum. C v ‘

$160 upon normal-tax nét Incomes of $2,000:, antl upon tickmal.
tax net incomes in excess’of §2,000 dhd not Lo excess of §16,000,
'11 per-centum' in additién of such excess. : '

81,690 upon normal-tax net’ Infomes of §15,000; and up’?xz nor-
mal-tax net intomeés'in excess of 816,000 snd not it ‘ekcoss of
$40,000, 13 per centum Iin addition of such exéess~- ' ' v
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$4,840 upon normal-tax net incomes of $40,000; and upon nor-
mel-tax net incomes in excess of $40,600, 16 per centum in
addition of such excess. .

(c) Exempt corporations—¥For corporations exempt from taxation
under this title, see section 101.
-~ (d) Banks and irust companies—For rate of tax on certain banks
and trust companies, see section 104.

- Arrt. 13-1. Normal-income tax on corporations—In general,
the Act imposes a normal income fax on corporations at the
graduated rates specified in section 13 (b). Every corpora-
tion is liable to the normal income tax at such graduated
rates except (1) corporations expressly exempt from taxation
under Title I of the Act (see section 101), (2) banks, as
defined in section 104, (3) insurance companies (see sections
201, 204, and 207), (4) foreign corporations (see section 231),
(5) domestic corporations entitled to the benefits of section
251 by reason of deriving a large portion of their gross income
from sources within a possession of the United States, and
(6) China Trade Act corporations (see Supplement X). It
makes no diffefence that a domestic corporation subject to
the graduated normal income tax imposed by section 13 (b
may derive no income from sources within the United States.
The normal income tax on corporations is upon the normal-
tax net income, that is, the net income as defined in section
21 minus the sum of (1) the credit provided in section 26 (a)
for interest on obligations of the United States and its instru-
mentalities and (2) the credit for dividends received provided
in section 26 (b), except that this credit is not allowed in the
case of a mutual investment company, as defined in section
48 (e). In the case of g mutual investment company, for
the purpose of the normal-tax net income, a credit is allowed
against nef income for dividends paid as provided in section
217, computed without the benefit of subsection (b) thereof,
relating to the dividend carry-over.
. The tax’'is payable upon the basis of returns rendered by
the corporations liable thereto, except that in some cases it is
to be paid at the source of the income. (See also sections
47, 52, 53; 144, and 235.) For surtax on undistributed profits
of corporations, see section 14. For surtax-on corporations
improperly accumulating surplus, see section 102, As to sur-
tax’ on personsl-holding companies, see section 351. For
what the term “corporation” includes and for the difference
between domestic and foreign corporations, see section 1001.
The following table shows the normal income tax due from
corporations in general upon certain specified amounts of
normal-fax net incomé. In each instance the first figure of
the normal-tax net income in the normal-tax net income
column is fo be excluded and the second figure included.
'The percentage given opposite applies to the excess of income
over the first ficure in the normal-tax net income column.
The last column gives the total tax on a normal-tax net
income equal to the second figure in the normal-tax net
income column. A
Corporation Normal Income Tax Table

Normal tax net income FPeroent | Total tax
£0 to $2,000. - s $IC0
$2,000 to 315,000 1 1,550
$15,000 to $10,000) 13 4,810
$40,000 up - 15 feeeemmeranes

~The normal tax for any amount of normal-tax net income
not shown in the table is computed by adding to the tax for
the largest amount shown which is less than the normal-
fax net income, the tax upon the excess over that amount
at the rate indicated in the table. Aecordingly, the normal
tax due upon = normal-tax net income of $20,000 would be
'$2,240, computed as follows:

Tax on $15,000 from table
Tax oh.$5,000 at 13 percent

61,590
860

Total

. Sec; 14. Surtazr on Undistributed Profits—
. (a.) I?eﬁnitions.—As used in this title—

;. (1) The term-“adjustegl net income” means the net income
minus the sum of—

2,240
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(A) The normal tax imposed by section 13.

(B) The crcdit provided in cection 26 (), relating to infer-
cst on certaln obligations of the Unifed States and Govern-
ment corporations. :

{C) In the c2co of o holding company afiillate (2s dafined in
ceetion 2 of the Banking Act of 1933), the amount allowed as
a credit under cection 26 (d).

(D) In the c2ce of o nationol mortgage assaciation created
under Title III of the Natlonal Houslnzy Act, the amount
allowed a5 o credit under cogtion 26 (e).

(2) Thae term “undistributed net income™ means the adjusted
net income minus the sum of the dividends paid credit provided
in cection 27 and the credit provided in szction 26 (¢), relating
to contracts restricting dividends.

(b) Imposition of taz—Thnere sholl be levied, collected, and pald
for each taxable year upon the net income of every corpozation s
curtax equal to the sum of the following. subject to the applica-
tion of the gpeclfic credit o3 provided in subzzction (c): .

7 per centum of the portion of the undistributed net income
lt;hlch Is not in excezs of 10 per centum of the adjusted net

come,

12 per centum of the portion of the undistributed net income
which {5 in excess of 10 por centumm and nob in excess of 20 per
centum of the adjusted net income.

17 per centum of the portion of the undistributed net Income
which i5 in excecs of 20 per centum and not In excess of 40
per centum of the adjusted net income.

22 por coentum of the portion of the undistributed net income
which {5 in excess of 40 per contum and not In excess of €0 per
centum of the adjusted nct income.

27 per centum of the portion of the undistributed net income
which 15 in excess of €0 per centum of the adjusted net income.

(c) Adjusted net tncome less than $50,000—

(1) Specific credit—It the adjusted net income Is less than
£50,000, there chall be allowed o speclfic credit equal to the
portion of the undistributed net income which is In excess of 10
per centum of the sdjusted net Income and nof In excess of
£5,000, such credit to be applled as provided in paragraph (2).

(2) Application of specific credit—I{ the corporation Is en-
titled to o cpeclic credit, the tax shall be equal to the sum of
the following:

(A) A tax computed under subzection (b) upon the amgunt
of the' undistributed net income reduced by the amount of

the cpecific credit, plus
(BE)F’I per (:f_autuzx}a of the amount of the specific credit.

(d) Ezemption from surtez—The following corporations shall
not be subject to the surtax impoced by this section:

1) Banks as defined in cection 104.

22) Domestic corporations whleh for any portfon of the fax-
able year are in bankruptcy under the laws of ithe Unifed
States, or are incolvent and in recelvership in any court of the
United Statcs or of any State, Territory, or the District of
Columbla.

(3) Insurance companies subject to the tax imposed under
cectlon 201, 204, or 207. A .

(4) Forelgn carperations. )

(6) Corporations which, by reason of deriving a large portion
of their grocs Income from cources within a possession of the
United Statcs, are cuntitled fo the benefits of szetiox 251,

(6) Corporations crganized under the China Trads Act, 1922,

(7) Joint Stock Lard Bankis organizzd under the Federal
Farm Loan Act, 25 amended.

(e) Ezempt corporations—For corporations exempt from taxa
tion under this title, cee coction 101. -

(1) Taz on perconal heolding companics~—For surtax on personal
holdingz companles, cee coction 351.

(g) Improper accumulation of surplus—For surtax on corpora-
tions which accumulate surplus to aveld surtax on stockholders,
cee scetlon 102,

ArT. 14-1. Surtax on undistributed, profits of corporations—
In general, the Act imposes a surtax on the nef.income of cor-
porations in an amount measured by the undistribufed neb
income. The rates of surtax are graduated in brackets,
the lowest rate heing 7 percent of that portion of the
undistributed net income not in excess of 10 percent of the
adjusted net income and the hizhest rate being 27 percent
of that portion of the undistributed net income which is in
excess of €0 percent of the adjusted net income. .

The adjusted net income is defined in section 14 (a) (1) as
the net income (see section 21) minus the sum of (1) the
normal tax imyposed by cection 13 and (2) the credif provided
in section 26 (a), relating to interest on certain oblizations
of the United States and its instrumentalities. In the case
of o holdinf company afiliate, as defined in section 2 of the
Banking Act of 1033, the amount fo be deducted in determin-
ing the adjusted net income includes also the credif allowed
under section 26 (d). In the case of a national morigage
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assopeiation, created under Title IIX of the Natlonal ;Housing
Act, the amount’ toJae deducted also:includes the amount al-
lowed as a eredit under section 26 (@), ~inivn o tias

" The undistributed net income is ldeﬁned in“section’14 (a)
(2) 'as the adjusted net income ;mnus ‘the’sum of, (a) thé divi-
dends paid credit provided in:section 27 (see articles 27 (a)-1
to'27 (h)-1, inclusive}, and- (b) the credit provided in’'section
26 (¢, relating to contracts ré?stnctmg the bayment of d1V1-
dends (see article 26-2). @ - -

Eyery corporition is subJect £0” the surta}g 1mposed by sec-
tion 14° (b) excebt corporatmns 1-expressly - exempt- from
taxation under Title I, (see, section 101) and. those gorpora-
tlons enumerated in Section 14 .(A¥. 1o s .--0 cieca va 0 v 2

A domestic corporation-is~not.subject tos thei surtax.von
undistnbutéd pi‘oﬁts if -for any-portion 'of ‘its-tdkable’ year—

e (I) it 15 m bankruptcy under- the laws 'of ! the United
States, or o
©(2) it 18 msolvent«and in: receNersmp in any- courte of the
United States or ansf State, Terntory, or the .'Dlstnct ‘of
Columbia. ST TR o'xf;?i

Generally, in the case ofaprpceedings Tor the reheﬁ of,debtors
under. section:fiT-or. 77B of “the: Bankruptoyr»Act of 1898, as
atfiended, if the débtor corpbratmn has ‘pending a' 'débtor’s
petition or. -answer 3 which', has been approved by ‘the court
finally. determined, £6 have jurisdiction thereof, it is.in bank-
ruptcy under the laws of the United States. In such case
no exemptlon from’ the surtax on undlstrlbhted proﬁ s is
allowedr—, 7" N Q’i:r,‘ R S

' "(a) the debtor corporatlon the proceedmg is’ dxsnussed
prlor to. the,cpnﬁrmatlon by, t e cou1t oﬁ a. p'lan of reor-
- .ganizationj " A4 3Ty L .
1 (Y) dny corporatmh orgamz’ed pursuant to the provismns
of the plan°
7 (e) any’ corporatlo‘n which" pursuant to the plan acquires
any of ttie propértiés 6f the’ debtor corporatlod by way of
consolidafion,-or .merger or - any. corporat10n~ which is
.merged or consolidated with . the debtor corporatmn
pursuant. to thé plan; or-
(d) the debtor corporatlon for amr taxable year subse-
.quent to the, taxable year during which.any of the; pr‘oper-
' ties dealt with' by the plan either—- . " ;0 5

' (1) are tzansferred and conveyed by the frustee or
trustees to the debtor corporatlon or the other- COrpora-
tioh or ‘Corporatidns provided for.Py the ‘plan, or; ™

(2) if no trustee has been appomtedn are retamed by

+ i-the debtor corporatlon, LT ST D N

;o TR

A 1?0

[P JON s -:us.‘: ‘,,

)

free and*clear of all clalms of thendebtor corporatzon-‘its
shareholders and, credltors, excepj such claims’as may con-
sistently with the plan be resérved .in the order conﬁrmmg
the plan or, directing the transfer and conveyance or reten-
tion of such properties. o

-Any corporation claiming-an exemptlon from surtax under
sectxon 14 (d) shall file as a part of its return: for each taxa-
ble year for which "the exemption is clamed a, statement
under oath of all facts pertinent to its claim. KT q

Art. 14-2. Method of compulation of surta:c—Ea:ampZe—
The application of the prowsmns ‘of section 14 (b) to 'cor-
porations havmg an’ adjusted net” inicome of not' less -than
$50,000 , may "‘be nlustrated‘ generally by the followmg
example-

Ezample —The A Company, 3 domestlc corporatlon has
for the calenday year 1936 a net income of $500,000, includ-
ing interest on Unitéd States obligations in the amount of
$25,000 and diwdends _dmounting’ to $50,000"from ‘domestic
corporations subject to taxatmn under Title I. The normal
tax of the A ‘Company (not &' nutual mvestment cOmpany)
computed under, Section 13 “is'$63;715. Its dividends ' pald
‘erédit éomputed ‘inder- section 27 ‘(see’ articles 27, (a)-l 1o
3% (h) 41, inelusive) amounts to- $100,000, and. its credit imder
sdetion 26 (c)' (568 artlcle 26-2) relatmg to Confracts’ restndt—-
ng the payment of dividends amounts to, $80, 000, 'The Sur-
Eal‘:f for theé calendar ‘year 1936 s $36, 487. 73 compdted as

0 OWS‘ ,

KRS S R 311 R AN TN B R '}&‘:‘
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Net income L __. e OSSR IV A $600, 000
Minus:' ! SRR '
(1) Normal tax under section 13- ceeaao $63,7716
+.(2) ,Credit under section 26 (a) for interest .
“on United States obligations. . ceoaaa 25, 000
L IR BT [N .t . i 88, 115

Adjusted net income as defined In section
- ‘ Copd 14 (8) (1) wane wamamnuaae 411,285

(1) Dlvldends paid ¢éredit under section 27- $100, 000
(2)” Crédit -relating to -confractual restrie«
tlonaJunder section 26 (CJrwwewonuamee 80,000

IR

' ! t
P S N . i v f b T 180:000

Urdistributed net incorhe a8 deﬁned i socd '
e, HIOE T4 (8) (2) addeaia-tl -4t 231,286

;‘he brackets into which'the’ undistributed net'income 1§
dlvided the amount of. the undlstnﬁu ed.net income in each

biacket, the rate of surtax applicable thereto, the surtmg al
such rate, and the total surta,x, are as follows:

A R

('L’

i LA IS

IR | Thoed e Voo ' ) ' 2]

" I! cket AU lmdlstrlbdt&gd Ratoot
SRS net-incontd | 3%

3T SN SR LAY [N SR 1] i J NI "

furtay ‘
purtax,

P

Fzrst, por?tig of und:;st?bgtie&tggt 1i1tcoi;1no :dot(ilxa Co P l';: . '
excess of ;10; percent of adjusted met income o .| Per¢ent]. 1., o
pereanf, of $111 $11,124,60 7| $2,610,00

Seconid, ortxon ‘of-undisffibuted not ineéme I s '
exctewgtitipercrzgnt of a? (t%d n{:odincgzino and [ [

not inexees§ o reent of pdjusted nef incoma 1.
P ol s teny| 1] 00040
i vy v ‘

Q10 percent of $411
Iﬁmh portién: of undlstnbu%ed .net -incqmae . in
excess of 20 percent of adjusted net Income and
“nbtin eicoss of 40 percént of ddjusted not inco:ne ' b
+ (20 péccent of $411,285) 35 824257.00 17
Fourt  portion of updxstnbuted net incomo in .
excess of 40 percen of adjusted net incorite and LA
- not in gxcess of 60 percent of adjusted tet income -, ¢ 0 |0 o] o
($231,285 less 3164,514 the sum of S«ﬂ,ll& 60 plus .
$41 128 50 plus §82,257) .+ 66,711400 22 | 14,689.02
231, 286,00 36, 4§1.73
I [ P A v !

Toml) ey i

13,083,69

s

Lt T o b

AART‘ 14-3., Speczﬁc t;redn&J if adjusted net mcome 15 Tess
than 350,000 —Section 14-(c) provides for a specific credit
in the case of»a.corporation which has an adjusted net, in-
come of ; <less than $50,000, -, This specific credit is an amount
equal -toithe- exgess, of $5,000-or the total undistributed net
income, whichever. is less, over 10 percent,of the,adjusted
net mcome,aanda is t0. be-deducted from the updistributed
net income before computing the surtax. After, deducting
the speclﬁcrcredlt from the. undistributed net income a shr-
tax is computed on-the remainder.” The computation is made
first, accordmg to the brackets as seb forth in seotion 14,40,
Then there is added 7 percent .of the,amount of the specific
credxt The,sum is the total surtax on the corporation s neb
income. .

. The apphcatxon of the Speciﬁc credit may be 1llustra.ted by
the following examples:

Ezample (1) —The A Company has an adjusted neb 1ncome
for the calendar year 1936 of $1,000. Its undistributed net
income likewise is $1,000. Giving effect to the specific credit,
the surtax payable is $70, computed as follows:

Adjusted met income £1,000
Undistrlbuted net income 1,000
f—————]
Computation of specific credit:
Tndistributed net income, or $5,000, whichever is less_. 1,000
Less 10 percent of adjusted net iNCOMEun o cnmcuauaa 100
‘ Speciﬁc credit uhder sectton 14 (€) (1)emccccacaa—l 900
! ' P )
Computation of the surfaxs: .-
Undistributed net INCOMe. . cua s nmm avem st s msesmmmm s 1,000
Less srpeciﬁc credif e 900
. Remamder subject to surtax under section 14 (b)..-.._ 100
== -]
Surtax on remainder (7 percent of $100) e o e 7
Plus 7 z;ercent of amount of specific credit (7 percent of
L $90
Total surtax computed under section 14 (¢) (2)waw 70

In those cases in which the undistributed net income does
not exceed $5,000, the result produced by appHestion of the
statutory method of computation illustrated ‘by this example
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.is obtainable by computing the surtax directly as 7 percent
_on. the whole of the undistributed net income.

- Ezample (2) —The B Company has an adjusted net income
for the calendar year 1936 of $25,000. It pays no dividends
.during its taxable year and is allowed no credit under section

26 (c). It has, consequently, an undistributed net income
.of $25,000, - Giving effect fo the specific credit, the surtax
_payable is $4,625, computed as follows:
Adjusted net inccme £25, 000
Undistributed net_income. 25,000
=
Computation of speclﬁc credlt*
- Undistributed net income, or $5,000, whichever is less._. 5,000
Less 10 percent of adjusted net income 2,500
Specific credit under section 14 (¢) (1) cccceccncaaaa 2,500
. g ===
‘Computation of the surtax:
Undistributed net income. £25,000
. Less specific credit 2,500
Remainder subject to surtax under section 14 (b)-. 22,500
Surtax on $22,500 ——.4, 450
Plus 7 percent of amou.nt of speclﬂc credit (7 per-
cent of §2,500) -.. 175

'I'otal surtax computed under section 14 (¢) (2)-ea- 4,625

‘Ezample (3) —The C Company has an adjusted net in-
-come for the calendar year 1936 of $49,900. It pays no divi-
dends during its taxable year, and is entitled to no credits,
other-than the specific credit, so that it has for the taxable
year an undistributed net income of an equal amount. Giv-
ing efiect to the specific credit, the surtax payable is $10,-
22750, computed as fOHOWS‘

Adjusted net income
Undlstnbuted net income.

£49,9800.00
49, 800. 00

[=—= )

_Cpmpﬁi:atioh of si:eclﬁc credit:
_Undxstribp.ted net income, or $5, 000 which ever is

. Jess_.. 5,000.00
- LE%S 10 percent -of adjusted net income_—______ 4,980.00
’ ‘Speciﬁc cfedit-lmgi'er section 14 (€) (1) cvmeeen

- Compliiatibn of the-surtax:

Undistributed .net income. 49, 800. 40
-Less specific -credit ——— 10.00

) . Remainder subject to  surtax wunder section
-14 (b) 49, §90.00
_ Surtak on $49,890 10, 226. 80

* Plus 7 percent of amount of specific credit (7 per-
cent of $10) .10

- Total surtax-- computed under section 14
- ey @ 10, 227. 50

CHAPTER II
Gross income—Net income

Part II—Computation of Net Income

- Sec.” 21. Net Income—*Net Income” means the gross intome
computed under section 22, less the deductions auov'ed by cee-

- tion 23. _ .

- ArT, 21-1.- Meaning of net income—The tax imposed by
Title I-is upon income. Neither income exempted by statute
or fundamental law, nor expenses incurred in connection
therewith, other than interest, enter into the computation of
“net income as defined by section 21. (See section 24 (a) (5).)
In the computation of the tax various classes of income must
be considered:

(a) Income (in the broad sense), meaning all wealth
which flows in to the taxpayer other than as a mere return
- of capital. It includes the forms of income specifically de-
scribed as gains and profits, including gains derived from
the sale or-other disposition of capital assets. Cash receipts
alone do not always accurately reflect income, for the Act
recogmzes as income-determining factors other items, among
“which’ are inventories, accounts receivable, property exhaus-

- tion, and -accounts-payable for expenses incurred. (See sec-
tions 22, 23, and 117.)
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(b) Gross income, meaning income (in the broad sense)
less income which is by statutory provision or otherwise
exempt from the tax imposed by the Act. (See section 22.)

(¢) Net income, meaning gross income less statutory de-
ductions. The statutory deductions are in general, though
not exclusively, expenditures, other than capital expenditures,
connected with the production of income. (See sections 23
and 24.)

(d) Net Income less credifs. (See sections 25, 26, and 27.)

The normal taxes and surfaxes imposed on individuals and
on corporations are computed upon net income less cerfain
credits. Althourh taxable neb income is a statutory concep-
tion, it follows, subject to certain medifications as to exemp-
tions and as to deductions for partial losses in some cases,
the lines of commercial usage. Subject fo these modifica-
tions statutory net income is commercial nef income. 'This
appears from the fact that ordinarily it is fo be computed
in accordance with the method of accounting regularly em-
ployed In keeping the books of the taxpayer. (Sze ssction
41.)

The net income of corporations is determined in general
in the same manner as the net income of individuals, buft
the deductions allowed corporations are nof precisely the
same as those allowed individuals. (See sectmn; 23, 24, 102,
118, 121, 203, 204, 207, 232, and 351.)

€re, 22, Gross {ncome— -

() Gencral definitfon—+Grozs income” fncludes gains, profits,
and Income derived from calorles, wagzes, or compensation for per-
conal cerviee, of whatetor kind and in whatever form pald, or from
prefecclons, vecations, trades, busineszes, comumerce, or sales, or
dealines In property, whether real or parsonal, growing out of the
ownemnlp or uce of or Interest in such property; also from inter-
est, rent, dividends, cocuritics, or the transoction of any business
carricd on for galn or profit, or gaing or profits and fncome de-
rived from any cource whataver. In the cac2 of Presidents of the
United States and judaes of courts of the United States taking
ofice after June 6, 1832, the compencation received as such shall
b2 Included In grocs Income; and all Acts fixing the compensation
of such Presidents and judges are hereby amended accordingly,

Art. 22 (2)y-1—What included in gross income—Gross
income includes in general compensation for personal and
professional services, business income, profifs from sales of
and dealings in property, inferest, rent, dividends, and gains,
profits, and income derived from any source whatever, un-
less exempt from tax by law. (Sece sections 22 (b) and 116.)
In general, income I5 the gain derived from capifal, from
labor, or from both combined, provided it be understeod to
include profit gained through a sale or conversion of capi-
tal assets. Profits of cltizens, residents, or domestic cor-
porations derived from sales in forelom commerce must -be
included in thelr gross income; buf special provisions are
made for nonrezident aliens and foreign corporations by sze-
tions 211-238 and, in certain cases, by section 251, for citizens
and domestic corporations deriving income from sources
within possessions of the United States. Income may be in
the form of cash or of property. As to dividends, whether
in cash or in property, see section 115.

If property is transferred by a corporation to a share-
holder, or by an employer fo an employee, for an amount
substantially less thon its falr market value, such share-
holder of the corporation or such employee shall include in
gross income the difference between the amount paid for the
property and the amount of its fair market value. -In com-
puting the gain or loss from the subsequent sale of such
property its basis shall be the amount paid for the property,
increased hy the amount of such difference included in gross
income. This paragraph docs not apply, however, fo the is-
suance by a corporation to its shareholders of the rizht to
subseribe to its stock, as to which see arficle 22 (a)-8.

The fact that a dividend is declared shortly after the sale
of corporate stocl: and the sale price is influenced by tha
expectation of the payment of a dividend does not make
such dividend when paid taxable fo the vendor as a dividend.
The amount advanced by the vendee to the vendor in con-
templation of the next dividend payment is an investment of
capital and may not be claimed as 2 deduction from gross
income. As to the amount of income tax paid for a bond-
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holdetr by the obligor pursuant to a so-called tax-free cove-
nanf, 'see section 1437°(a) (3). As'to the determinafior of
gain or loss from the sale or other dlsp051t1on of property, see
sections 111-113.' SO

As to insurance companies and forelgn corporatlons see.
sections 202, 204, 206, 207, and' 231, "' ;

Art, 22 (a)—ﬁ Compensatzon for personal services —Com-’
missrons paid salesmen, compensatmn for services on ‘the
basis, 'of a percentage of proﬁts comm1§s10ns on insurance
premiums, tips, pay of persons in the mllltary or naval forces
of the United States, retired pay of Federal and-other officers,
and pensions or retmng allowances “paid by pnvate ‘persons
or by the United States are income 'to the reclprents as are’
also marriage fees, baptismal offerings sums paid for saymm
masses for the dead, and other contributions received by a
clergyman evangehst or rehglous worker for services Ten-
dered However, so-caned pénsions awarded by one to ‘whom
no services have been rendered are mere gifts or gratmtxes
and ate not taxablé. The salaries of Federal officers and em-
ployees are subject to tax. See artlcle 116-2 as to compensa-
tion of State oﬁicers and employées. ' .

.ART. 29’ (a)—3 Compensatzon paid other than in cash —If
services are 'paid for with something other than money, the |-
fair market value of She- thing -taken mrpayment is the
amount to be included ‘d@s income. If the services were

ﬁ ndered at a stipulated price, in the absence of ‘evidence to'

e contrary such price will be presumed to be the fair value |
-.of the compensation . received.. If.a corporation transfers to
itn employees its ‘own stock as compensation for “seryices
Lendered by. the employee, the anmount' of such: compensatlon
to be included: in'.the gross. income .of the employee is the
fair market value of the stock at’ the time of-the transfer.
JIf living quarters such as édmps are 'furnished ‘to employees
‘for the convénience’ of the employer, the ratable vaJuIe ‘héed
not be added to the cash compensatron of the. employees,
but if a person t¥ceives as compensafion fortservices ren-
dered a salary and in addition thereto living quarters, the
jvalue to such person of the-quarters furnished constitutes
income subject,to .tax.. The value -of quarters :furnished
_Army and Navy, officers, members of the, Coast GuardrCoast
and Geodetic Survey, and Public Health Service;-or amounts
received ag commutatlon -of quarters by, such olﬁcers or
.members, do not, constitute taxable; mcome. 11 (See also sec-

.,tion 22 () By - Premlums pa1d by, an employer, on policies
_of group life msuranee .covering the: lwes of hls employees,
the beneﬁc1ar1es oI which are, deslgnated by, the employees,
are not income to, the employees. - (See artxcle 24-3,) ——

ART. 22 (a)~4. Compensatzop pazd znnotes.—NotesJor, other
.evidences of indebfedness received in- payment foryservices |.
constrtute income to the amount of. their fair market value.
A taxpayer receiving as compensatmn 4. note regarded as
‘good for its face value at: matmity, but not, bearing interest
shall treat ;as .income as of, the“tune of- recelpt -the fair drs—
‘counted value of the note at, such time. Thus,,if, 1t ,app,ears
_that such a note is or could be disconinted: on,-a: §.percent
hasis, the 1ecip1en£ shall include such.note in his gross in-
come to the a.mount of its face value less discount computed
at the prevailing rate for such transactxons If the payments
due..on,a note so, accounted for, are met as they,,become due,

here sl-xould beiincluded as income in, respect of, each. such
payment so much. thereof as represents recovery for,,the
discount qriginally. deducted G T el o
. . ART. 22 (a)-5. Grossyincome from. buszness —in, "the .case
of a, manufacturing, .merchandising,r or, mining business
,“gross income” means. the. fotal, sales, less the cost; of, goods
sold, plus any-income from: investments and from incidental |
~or outside operations or sourcessrIn determining the gross |.
income subtractions should: not, bermade, for - depreciation,
depletion, semng expenses, Qr losses; or for items;nat-ordi-
narily, used in computing, the- cost:, of ; goods sold.i Byt see
cartfele 23 (M =14(2); + frp oo B r oy e sen an, T
1 ART. 232 (a)~6, State-contracts~—The profif ;from 2 QQnt;zact
with a State or-political subdivision thereof must,be ingluded |
in-gross-income. - If warrgntscare issued.by 2 eity, fown, or
other political subdivision of a State, and are accepted by
the confractor in payment for public work done, the fair
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market ivalue of such warrants should be returned as in-
come, If for any réason thé contractor upon conversion of
the warrants into cash does not receive atid can net recdver
“the full value of the warrants so returned, he may deduct
from gross income for the year in which the warrants are
convertéd into cash any Toss sustained, and i{f he realizes
more than the value of the warrants so returned hé should
include the excess in his gross incomie for the year in which
realized.

ARrT. 22 (a)-T. Gross income of farmers—A farmer report-
ing on the basis of receipts and disbursements (in which no
inventory to determine profits is used) -shall include in his
gross income for the taxable year (1) the amount of cash
.or the value of merchandise or other property recelved dur-
ing the taxable year from the sale of live stock and produce
which were raised during the taxable year or prior years,
(2) the profits-from -the sale of any live sto¢k or other items
which were purchased, and (3) gross income from all other
sources. ‘The:profit from the sale of live stock or other items
which were purchased after February 28, 1913, is to be ascer-
tained by deducting the cost from the sales price in the year

-in which the sale occurs, except that in the case of the sale
.of animals purchased as draft or work animals or solely for
“breeding or dairy purposes and not for resale, the profit shall
.be the -amount of any excess of, the sales price over the
amount representing the  difference between the cost and
the depreciation theretofore allowed -(but: not less than the
amount, allowable) in respect of such property as a deduction
m -computing net mcome. .

. ”In the case, of g farmer reporting. on the 9ccrual basis
(in which an inventory is used to determine . profits), his
.gross profits are ascertained by adding to the inventory
‘value of live stock and products on hand' at the énd of the
year the amount received from the sale of live stock and
products, and miscellaneous receipts for hire of teams, ma-
chinery, and the like, during the year, ahd deducting from
-this. sum the invéntory value of live stock and products on
hand at the beginning of the year and the cost of live stock
and products purchased during the year., In such cases all
live stock raised or purchased for sale shall be included in
the inventory at their proper valuation determined in ac-
cordance with the method authorized and adopted for the
purpose. Also live stock acquired, for draft, breeding, or
dairy purposes and not for sale, may be included in the
inventory, instead of being treated as capital assets subject
to depreciation, provided such practice is followed consist-
ently by the taxpayer. In case of the sale of any Hve stock
included -in an inventory their cost must not be taken as
an_ additional deduction in the treturn of income, as such
'deduction will be reflected in the inventory. (See article
22 (¢c)-6.) - | .

In every case of the sale of machinery, farm equipment,
or other capital assets purchased after February 28, 1913
(which are not-to be iricluded in an inventory if one is used
tq determine profits), any excess over the cost thereof less

.the amount of deprecxatxon theretofore allowed (but not less

than the amount allowable) in respect of such property as
_a deduction in computing neb income, shall be included as
.gross income. ., If: farm- produce is exchan sed for merchan-
| dise,  groceries, or, the like,; the market value of the article
recelved,m exchange ds ta; be mcluded in gross, income. Rents

,recexved -in crop shares shall be returned as of the year in
which. the, crop shares are »reduced to money or the equiva-
lent of money. Proceeds of insuranceé, such as hail and fire

-insurance on growing crops, should be included in gross in-
«come 1o, the amount receiyved. in, ‘cash ar, its equivalent for
the cropumured or,,destroyed LI e, farmer is enpaged In
producing crops which take. more, than a vear from the time
of planting to the time of gathermg and disposing, the income
therefrom may, with the consent of the Commigsioner (see
art1c1e-,41—-23 be computed-upon the crqp, asis; but in & y
such cases the, entire; cost of . produclng the.crop must
taken‘as a, deductlon for.the year in Which the gross lnqqme
from the crop is realized. ao

As herein used the term “farm” embraces the farm in the

RS

ordinarily accepted sense, and includes stock, dairy, poultry,
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fruit, and truck farms; also plantations, ranches, and all
land used for farming operations. All individuals, partner-
ships, -or corporations that cultivate, operate, or manage
farms for gain or profit, either as owmers or tenants, are
designated as farmers. A person cultivating or operating a
farm for recreation or pleasure, the result of which 1s a con-
tinual loss from year to year, is not regarded as a farmer.

. _Form 1040F should be filled in and attached to his income
tax return by every farmer who either keeps no records or
only records of cash receipts and disbursements; its use is
optional with other farmers. (See further articles 23 (a)-11,
23 (e)-5, and 23 (1)-10.)

ART, 22 (2)-8. Sale of stock and rights—If shares of stocl
in a corporation are sold from lots purchased at different
dates -or at different prices and the identity of the lots can
not be determined, the stock sold shall be charged against
the earliest purchases of such stock. In the determination
of the earliest purchases of stock the rules preseribed in
paragraphs (1), (2), (3), and (4) of section 117 (¢) (relating
to the period for which property has been held) shall be
applied. . The excess of the amount realized on the sale
over -the cost or other basis of the stock will constitute gain.
In the case of stock in respect of which was paid a steck
dividend which did not constitute income under the Consti-
tution, the basis-for determining gain or loss from a sale
of either the stock in respect of which the distribution was
made- or the stock dividend shall be ascertained in accord-
ance with the principles set forth in article 113 (a) (12)-1.
If common stock is received as a bonus with the purchase of
preferred stock or bonds, the total purchase price shall be
fairly apportioned between-such common stock and the
securities .,purchased for -the purpose of determining the
portion of the cost attnbutable to each class of stock or
securities, ‘but-if that should-he 1mpractmable in any ca.se,

shall have been recovered the total cost.

Although the issuance by a corporation to its shareholders
of rights to subscribe, to its stock may not under section
115 (f) give rise to taxable income, gain may be derived or
loss sustained by-the shareholder from the sale of such rights,
In-the case-of stock in respect of which were iscned stock
subscnptmn rights which did not constitute income under the
Constitution, and in-the case of such rights, the following
rules are to be applied: -

: (1) -If the shareholder does not exercise but sells his ri"hts
tQ subscribe, the cost.or other basis of the stock in respect of
which the rights are-issued shall be apportioned between the
rights-and- the sfock in- proportion to the respective values
thereof at the time_the, rights are issued, and the basis for
determining gajn-or loss from the sale of a right on one hand
or a share of stock on the other will be the quotient of the cost
- or other basis-assigned to the rights or the stock, divided, as

the case-may be, by the number of rights Lsued or by the
number of shares held: -

" Ezample~—A taxpayer in, 1931 purchased 500 shares of
common stock at $125 a share; and in 1936, -by reason of the
ownership of such stock, received 500 rights entitling him to
subscribe-to-100- additional shares of such stock at $100 @
share. -Upon the issuance of the rights each of the shares
of stock in respect of which the rights were issued had a fair
market value of $120, and, the rights had a fair market value
of $3_each. _ Instead of subscribing o the additional shares,
A sold the nghts at $4 each. The profit is computed as
tollows. Ll

500 (shares) X$125—-$Hz 500 cOst 6f old stock (stock in
~ - --7 Zrespect of which the rights were
<7 ' issued)
500 (s]hares) >\$120—$60 000, market value of old stock
-~ 500° (nghts) X$3 =$1,500, market value of rights

50.000- ‘—$60 975.61, cost’ 6f old stock appor-

of $62 500
61; 500- _ ‘tionéd to-such stock after irsuance
N SO '; Sl ofnghts ’
1; B0~ 7 L1
51500 00 Qf 552 500 —$1 524. 39, : cosb ‘of old stock appor-

B .tioned to rights’

as
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52,000 (proceeds of sale of rights) less $1,524.39 (cost of
old stock apportioned to rights) =$475.61, profit.

For the purpose of determining the gain or loss from the
subsequent sale of the stock in respect of which the richts
were issued, the adjusted cost of each share is $121.95—
that is, $60,975.61-:-500.

(2) If the shareholder exercises his rights to subscribe,
the basls for determining gain or loss from a subsequent sale
of a share of the stoclk In respect of which the rights were
issued shall be determined as in parasraph (1). The basis
for determining gain or loss from a subsequent sale of &
chare of the stock obtained through exercising the rights
shall be determined by dividing the part of the cost or other
basis of the cld shares assigned to the rights, plus the sub-
seription price of the new shares, by the number of new
shares obtained,

Ezample—A taxpayer in 1933 purchased 500 shares of
common stoclt at $125 a share, and in 1936, by reason of the
ownerchip of such stoclk, received 500 rights entitling him fo
subseribe to 100 additional shares of such stock at $100 a
share. Upon the issuance of the rights each ef the shares of
stock in respect of which the rights were issued had a fair
market value of 3120, and the rights had a fair market
value of $3 each. The taxpayer exercised his rights to sub-
seribe to the additional shares and later sold one of such
shares for $140. ‘The profit Is computed as follows.

$1,624.39 (cost of old stock apportioned to rights pursuant
to the computation in the example under paragraph €1))
+$10,000 (subscription price of additional shares)=311,-
524.39, basls for determining gain or lozs from sale of addi-
tional shares,

$11,5624.39--100=5115.24, basls for determining gain or loss
from sale of each share of additional stock.

$140 (proceeds of sale of share of additional steck) less
$115.24=$24.76, profit.

The basis for determining the gain or loss from subss-
quent sale of the stock in respzct of which the righis were
Issued 1s $60,875.61--500, or $121.95 a share.

If the stock In respect of which the rights are issued was
purchased ot different times or at different prices and the
identity of the lots can not be determined, or if the stock
in respect of which the rights are issued was purchased af
different times or at different prices and the stock rights
{ssued in respect of such stack can nof be identified as hav-
ing heen issued in respect of apy particular lot of such
stock, the basls for determining the gain or loss from the
sale of the old shares, or the rights in caszs where the rights
are solq, or from the sale of the old or new shares in cases
where the richts are exercised, shall be ascerfained in ac-
cordance with the principles lz2id down in article 113 (a)
(12)-1.

If o stoclz right is distributed tax free under section 115 (),
the taxpayer may at his option include the entire pmceeds
from the csale of nontaxable stoclk rights in gross income, in
which case the basis for determining gain or loss from the
subsecquent sale of the stock in respect of which the rights
were jssued shall be the same as though fhe rights had not
been issued.

As to deductions for lozses from sales or exchanges of
stocks or bonds, including losses from sales or exchanges of
rights to subscribe to stock, see article 23 (e)-1.

ART. 22 (a)-~9. Salc of patcnts and copyrights—A taspayer
disposing of patents or copyrishts by sale should determine
the gain or locs arising therefrom by computing the difference
batween the selling price and the cost or ofher basis, with
proper adjustment for depreciation, as provided in articles
111-1, 113 () (14 -], 113 (b)-1, and 113 (b)-2.

Arrt, 22 (2)-10. Sale of gosd will—Gain or loss from 2 sale
of good will results only when the business, or a part of it,
to which the food will attaches is sold, in which case the gain
or loss will be determined by comparing the sale price with
the cost or other basis of the assets, including good will
(See articles 111-1, 113 (2) (14)-1, 113 €b)—1, and 113 (b)-2.>
If spzcific payment vas not made for good will there can be
no deductible loss with respect thereto, but gain may he
realized from the sale of good will built up threugh expendi-
tures which have been currently deducted. It is immaterial
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that good will.inay never-have been carried on thé “books
as an asseb, but the-burden of proof, is on the: taxpayer -to
establish the tost or other basis of the ‘good- will sold. IR
- Art. 22 (a)=11.:Sale of real property ‘in-lots:—If 4 tract
of ‘land is purchased with’ a view to dividing it into -lot§
or parcels of ground to be sold as such, the ‘¢ost or-'ofher
basis shall be equifably apportioned fo”theé several- lots 'or
parcels and made a matter of record.on the books of the tax-
payer, to the end that any gain ‘derived from the- sale'of any
such lots or pdréels which constitutes taxable fincome>may
be 'returned as-income for the year in which" the sale -is
made. This rule-contemplates that there will be gain orloss
on every lot or parcel sold, and 'not'that-the capital in the
entire tract may be recovered before any takable income
shall be returnéd. The Sale of each -Tot or pdrcel will be
treated as a separate transactlon, and gam or loss compuﬁed
accordingly -
LT ART, 22 (2)-12. Ammztzes and msurance :oochzes —Annu-
fties paid by religibus, charitable, and educatronal corpora~
tions' under an anmuity contract aré, in general; subject to
tax to the-same extent as annuities from other sources-paid
under similay contracts. {See section: 22 (b) (2) -and article
22 (B) (2)-2) ' An annuity charged: upon deviséd land™ig
taxable to a donee-annmtant if payable only out of the rents
or other income of -the!land. In‘such case the dev1see is not
required to 1eturn as ‘gross” inconie the” amount of rent or
other incomé pafd to the annuitaiit; and he is nof -entitled
to ‘deduct from his gross income dny surhs pald $fo the an-
nditant. Amounts received as a’ Tetlrn” of premrums ‘paid
under life irisurance, éndowment, of - annuity contraéts; -and
the so-called “dividend” of a mutual insurance company
which may be credited agamst ‘the current premum aré-not
sub;ecttotax el Lt o ' AR AEN T
ART, 22 (a)-13. Improvements by Zessees —-If bfuldmgs are
erected or mlprovements made by a lessee’and: such bulldmgs
or improvements immetiately becomnie the property ofsthe
lessor, as, for instance, it they)are- not subject to' removal
by the lessee, the l€ssor may 4t his option report the' mcome
thefefrom upon any ong-of the following "basés: * ‘7 -t
"a) “The léssor may Yeport" as’ inebme for” ‘the taxablé‘year
in whicri ‘such buildings or 1mprov&=.ments are completed then‘
fair ‘market valie at' the time‘df ‘their completzon g
- "(b) The lessor may réport: as' income at the' timeé- When
su(:h buildings or unprovements are ‘compléted: the fair! mar-
ket‘ value of such buﬂdmgs or mprovements subject to the
Iease. P T A
“(¢)" The lesSor may spread ‘over the hfe of the lease the
estimatéd deprecxated value of Such buildings of” nnprove-
ments at the expzratmn of the lease’and reporf as mc‘ome
for eath year of‘the lease an alidiibt part thereof.’ ‘;_
Except in cases where the lessor has reported income upon
basis (@), if the 'lease is tenmnated so that the lessor comes
irito possession or control ‘of the property prior ‘to" the time
bnginally* fixed fot the exp1rat10n of the® lease,” the lessor
shall’ report incorhe for the year in which the ledse-is s0
terminatetl to the'extent that the value of ‘such ‘buildings
or improvements when he becomes entitled to such possession
exceeds the amount already reported as income on ‘account
of the erectlon of 'such buildings; or improvements: No ap-
preciatioh in value 'du€ to causes other‘than the terminatlon
of the lease shall be included.-* = - - .
If the buildings or 1mprovements are destroyed prior to the
expiration of the lease, the lessor is entitled to deduct as a
loss for the year’'when such destruction takes place the
amount previously reported as income 'because of the erec-
tion of such buildings or 1mprovements, Tess- -proper’ adJust-
ment for depreciation in case-option’ (a) was exerciséd, and
léss any salvage value subject to' the leasé to the extent
that such'10ss is not compensated for by insurance or other-
wise.- (See sections 23 (e) and (f) and 113 (a) apye -
' "ARr, ‘22 (a)-14. Cancellation” of zndebtedness —The can-
celIatIon of mdebtedness, in whole or in part, ‘may Tesult
in-the realization of incoiné; 'If, for example, an md1v1dua1
performs- services fora credxtor who i in consrderatlon theéreof
cancels the debt,-inéome: in the’ amount of the debt’is rea“l-
ized By thé debtor” -as compénsation for his services. ' A tax-
payer realizes 'incOme 'by the payment or”purchase of -his
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obligations at-less than:their face value. (See article 22
@)=18) If :a-ishareliolder in 'a corpofdtion which is ifn-
debted to him' gratuitously forgivés the' debt, the transdac-
tion amountsto a -contribution to the capital of the cor-
poration: “Income is not réalized by a taxpayer by virtue
of the:discharge.of-Bis indebtedness as the résult of ‘an Hd-
judication' in. bankruptéy, @or by virtué of a composition
agreement:among’ his ‘éredifols, if immediately thereafter the
taxpayer’s liabilities exceed ‘the value of hig assets.

: ART. 22 (8)=15. Creation'of sinking fund by corporation.—
If a cotrporation, in order solely to secure theé payment of its
bonds or other indebtedness, places propérty in trust or sets
asidé certain’amounts in-a‘sinking fund under the control
of a -trustee who may be Huthorized to invest and reinvest
such sums/from timé to time, the progerty or fund thus set
aside by ‘the'corporation’and held by the trustee is an asset
of the corporation, &nd ahy gaily arising therefrom is iricome
of the corporation’ and sha,ll be included ak Such in its gross
income; T

- ART. 22 (a)-16. Acquzsztzm or dzsposztzdn bJ a corporation
of Ats -own' capztal stock~~Whether the acqtisition ox’dispo-
sition by & corporation- of shar'es of its own capital stock plves
rise to taxable gain:or'deductible loss déperids upon the redl
naturé’iof the transaétion, which {8’ to ‘be ‘ascertained from
all its' facts and_ dircumstantes: t The vecefpt by o corporation
of the subscription prite of shares of its capital stock upon
their original 1ssuance give§ Tise to neither taxable gain nor
deductible’ ]oss, whétHer ‘the subscription or issue price be'in
excess ‘of,'or less‘than, the par or stdted value of sucH stock.

- Bt if a corporation debls'in its own shares as it might in
fhe sharesiof andther” ’tzorporation the resultitis ‘gain or ‘losy
is+to be computed iri thé same manner as thoughthe'corpo-
ration-were d'ea"lmglin' the shatesof ‘ariother: So &lso'if 'the
corpbratibn receives its own stock 'as consideratioh upon the
Sale’of ‘property by it, ortin datisfaction of indebtedness to if;
the gain ot loss Tesultifig is to ‘be computed in the same manv
ner as though the payment’ had been’ madé in any other
property:” "Any’ gain’ defived from ‘such transactions 15 sub-
ject to tax; alid any loss sustained 1s allowablé ds o deduction
where penmtted by the provisions'of the Act.. - -

ArT. 92 (2)-17. Coniributions to :¢drporation by share
holders—llf a corporation requires additional funds for coti-
ducting 1fs" business ‘and -obtains Such needed money through
voluntaiy pro rata payments by its sharcholders, the amouitits
so received being credited to its surpltis’ accolint or to'y
spec1a1 ¢hpital account; such amounts Will not be considéred
mcome although “there-is' no “increase iin’ the outstanding
§harés ‘6f ‘stock of ‘thé corporation, The' payments under
such. "ciréuihstances are in' the-nature of toluntary assess«
ments upon, ‘and- représent an additional price pald for; the
shares of stock held by-thHe ifidividual shareholders, and will
be'tredted as aniaddition ‘to axd as & part of the operating
capital 'of the company: (Seé articles 22 {a)-14 and 24-2.)

- Arr 22 (a)=18. Sule and purchasé by corporation of its
bonds—(l) (a) If bonds are issued by & corporation gt their
face vdlue, the corporation realizés fio gdin or loss, (b If
the corporation purchases any of such bonds at a price in
excess' of ‘the issuifig: price or face vélue, the excess of the
purchase prlce over’the isstiing price or face valde is 4 du-
ductible expense for the:taxable year, - (¢) If, however, the
corporation plrchases any of su¢H bonds at o price less than
the issuing price or face valué; tlie excess of the fssuing price
or face valug-over the: purchase price is gain or incotiie for the
taxable year.

(2) (a) If, subsequent to February 28, 1913, bonds sre
issued by a-corporation ab a,premium, the net amount; of such
premiuny is gain or income which should be prorated or
amortized over the life of the bonds. (b) If the corporation
purchases'any of such bonds at; & price in excess of the issuing
price minus any: amount of premmm already, returned as
income, the excess of the purchase price over the issuing price
minus any amount. of. premium- already returned as incomioé
(or-over: the . face value plus any amount of premium not yet
returned as income) is a deductible expense for the taxable
year. (c) If, however, the corporation purchases any of stich
bonds at 2 Price 1¢ss than thé issuing price minus any amount
of premium already returned 'ad income, the excess of the
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issing price, minus any amount of premium already returned
as income (or of the face value plus any amount of premium
not yet returned as income), over the purchase price is gain
or income for the taxable year.

(3)- (@) If bonds are issued by a corporation at a discount,
the net amount of such discount is deductible and should
‘be- prorated- or amortized over the life of the bonds. (bi
If the corporation purchases any of such bonds at a price
in excess of the issuing price plus any amount of discount
already deducted, the excess of the purchase price over the
issuing price plus any amount of discount already deducted
(or -over the face value minus any amount of discount not
vet deducted) is g deductible expense for the taxable year.
(e) If, however, the corporation purchases any of such bonds
at g price Iess than the issuing price plus any amount of
discount already deducted, the excess of the issuing price,
plus any amount of discount already deducted (or of the
face value minus any amount of discount not yet deducted),
over the purchase price is gain or income for the taxable
year.

(4) -(@) I bonds were issued by a corporation prior to

March 1, 1913, at a premium, the net amount of such pre-
mium was gain or-income for the year in which the bonds
were issued and should not be prorated or amortized over
the- life of the bonds. (b) If the corporation purchases any
of such bonds at a price in excess of the face value of the
bonds, the excess of: the purchase price over the face value
is a deductible expense for the taxable year. {c¢) If, however,
the corporation purchases any of siich bonds at a price less
than the face value, the excess of the face value over the
purchase price is-gain or income for the taxable vear.
_- ArRT.~22 (2)-19. Sale of capital assets by corporation.—If
property:is acquired and later sold for an amount in excess
of the cost or other basis, the gain on the sale is income.
If, then, a corporation sells its capital assets in whole or in
pard, it shall include in its gross-income for the year in
which the sale was made the gain from such sale, computed
as provided in sections 111-113. If the purchaser takes over
all the-assefs and assumes the liabilities, the amount so
‘assumed is part of the selling price.

ART. 22 (2)-20. Income to lessor corporation from leased
property—If g corporation has leased its property in con-
sideration that the lessee shall pay in lieu of other rental
an amount_equivalent to a certain rate of dividend on the
lessor’s capital stock or the interest on the lessor’s outstand-
ing: indebtedness, together with taxes, insurance, or other
fixed charges, such payments shall be considered rental pay-
ments and shall be returned by the lessor corporation as in-
come, notwithstanding the fact that the dividends and
interest are paid by the lessee directly to the shareholders
and bondholders of the lessor. The fact that a corporation
has -conveyed or.let-its property -and has parted with its
management and control, or has ceased to ehgage in the
business for which it was originally organized, will not relieve
it from liability to fhe tax. While the payments made by
the lessee directly to-the bondholders or sharecholders of
the lessor are rentals as to both the lessee and lessor (rentals
paid in one case and rentals received in the other), to the
bondholders and the shareholders such amounts are interest
and dividend payments received as from the lessor and
as such shall be accounted for in their returns.

ART. 22 -(a)-21. Gross income of corporation in liguida-
tion—When-a corporation is dissolved, its affairs are usually
wound up by & receiver or trustees in dissolution, The cor-
porate existence is continued for the purpose of liquidating
the assets and paying the debts, and such receiver or trustees
stand in the stead of the corporation for such purposes
(See sections 274 and 298.) Any sales of property by them
are to be treated.as if made by the corporation for the pur-
pose of ascertaining the gain or loss. No gain or Toss is
Tealized by a corporation from the mere distribution of its
.assets.in kind in partial or complete liquidation, however
they may have appreciated or depreciated in value since
their 'acquisition. But see section 44 (d) and article 44-5.
_(See further article 52-2.)
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IS:c. 23, Gross Income.)

b) Ezelusions from gross ineome—The following items shall
not be included in ;oS Income and shall be exempt from taxa-
tlon under this title:

Ant. 22 (b)-1. Ezemptions—Exclusions from gross in-
come~Certain items of income specified in section 22 (b
are exempt from tax and may be excluded from gress in-
come. These items, however, are exempt only fo the extent
and in the amount spacified. o other items are exempt
rom gross income except (1) those items of income vwhick
are, under the Constitution, not tazable by the Federal Gov-
crnment; (2) those items of income which are exempt from
tax on income under the provisions of any Act of Congress
not inconsistent with or repealed by the Ack; (3) the income
exempted under the provisions of section 116. Since the
tax is imposed on net income, the exempiion referred to
above is not to be confused with the deductions allowed by
section 23 and other provisions of the Act fo be made from
gross income in computing nef income. As fo other items
not to be included in grozs income, see sections 112 and 116
and Supplements G, H, I, and J.

[See, 22, Groos Income,]

[(b) Ezclusions from gress income—~—The following items shall

not bhe Included In gros income and shall be exempt from taza-
tion undce this title:} -

(1) Life {nsurancc—Amounts recejved under a life insurance
contract pald by ycooon of the death of the insured, whether in
a slngle cum or othertidce (but If such cmounts are held by the
insurer under an agrcement to pay interest thereon, the interest
payments chall b2 insluded in gros income);

Ant, 22 (b) (1)-1. Life insurance-—Amounts paid by reason
of the death of the insured—The prdceeds of life insurance
policies, pald by reason of the death of an insured fo his
estate or to any beneficlary (individual, partnership, or cor-
poration, but not o transferee for valuable considerationy.
directly or in trust, are excluded from the gross income of the
beneficlary. While it is fmmaterial whether the proceeds of
a life insurance policy payable upon the death of the insured
are paid to the beneficiary in a sinzle sum or in installments,
only the amount paid colely by reason of the death of the
insured is exempted. ‘The amount exempted is the amount
payable had the insured or the beneficiary not elected to
exercise an option to receive the proceeds of the policy or
any part thereof at o later date or dates. If the policy pro-
vides no option for payment upon the death of the insured,
or provides only for payments in installments, there is ex-
empted only the amount which the insurance company
would have paid iramediately after the death of the insured
had the policy not provided for payment at a later date or
dates. Any increment thereto is taxable. In any mode of
scttlement the portion of each distribution which is to b=
s0 included in grozs income shall be determined as follows:

(@) Proceeds hield by the fnsurer—If the proceeds are held
by the insurer under an agreement (whether with the insured
or with o beneficiary? to distribufe either the increment to
such preceeds currently, or the proceeds and incremenf in
equal installments until both are exhausted, there shall be
included in grozs income, the increment so paid to the bene-
ficlary, or so credited to the fund in each year by the insurer.

(b) Proceeds payable in installments for a fized number of
years—If the proceeds are payable in installments for z
fixed number of years, the amount that would have been
payable by the Insurance company immediately upon the
death of the insured (if pavment at a later date had not
been provided for) is to be divided by the fotal numbsr of
installments payable over the fixed number of years for
which payment is to be made, and the quotienf represents the
portion of each installment fo be excluded from gross income.
The amount of each installment in excass of such excluded
portion is to be included in gross income. For example, if,
at the insured’s death, $1,000 would have been payable in a
single installment, but 10 equal annual payments are made
in lieu thereof, the portion of the installment received during
any taxable year to be excluded from gross income is $100
(61,000 divided by 10). Any amount received as an install-
ment in excess of $100 is to be included in gross income.
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(¢) Proceeds payable in installinents during the life of ihe
beneﬁciary —~1If the proceeds are payable in installments dur-
ing the life of the beneficiary the amount;of each mstallment
that is to be included in gross income will be determmed as
in paragraph (b) of this article,’ except that the number
of years to be used in' the specifiéd computation will be de-
termined by the life expectancy of the beneﬁclary, as cal-
culated by the table of mortality used- by the particular
insurance company in determuung the ' amount; of the
annuity.

(d) Proceeds pdyable ;for a ﬁ:z:ed number of years and for
contmued life—1f the proceeds are payable ‘in mstaﬂments
for a fixed number of years and for continued Tife, the amount
of each mstallment that isto be included in gross; income will
be determined either as proyided in paragraph’ (b)- of 'this
article if the fixed number of years ‘for which payment isto be
miade exceeds the life expectancy of the beneficiary, as calcu-
lated by the table of mortality used by the partrcular msur
ance company 1n determining the- amount ‘of the ‘anndity; or,
‘as provided in paragraph (c) of this- arncle 11‘[ such’ 11fe
expectancy exceeds the specifiéd ‘fixed period. - "+~

If a mode of settlement has been in- effect prior- to the first
taxable year Whlch begins aftel December 31; \1933 (or' after
December 31, 1935, in the case of a mode-of settlement de-
scribed in paragraph (d) of this article), ‘the entrre, amount
recelyed and excluded from gross income in such prmr years
shall be deducted from the proceeds payable upon.the-death
of the insured; fhe remainder shall be divided by the number
of installments unpaid at the begihning 6f such taxablé year
(whether over the remaining portiorn'of the fixed period.or
over the life expectanty as -of thafdate, depending .on:the
mode of settlement adopted) ; and.that quotient shall bie the
excludible portion of gach installment.:. Assoon-asthe aggre-
gate of the amounts received and excluded from grossincome
under the methods of ‘computation provided for:in this article
equals the amount of the proceeds-payable upon the death of
the insured, the entiré amount received thereafter in-éach
taxable year must besincluded in gross:inconie.l Po.hits

" ilst, 83. Gross Income.) WL ot o

<[ (b) ‘Ezclusions from gross income —The following 1ters shall nét

be included in gross Income 4nd shall be exempt ffom takatioh un-
der this title:] I

(2) Annuitiés, e tcw——Amounts received (other than -amounts

; pnld by reason of the death of the insured,and interest payments
on’such amounts ahd other than amounts receiyed as, annu‘l(gles)
under a life 'ihsurance ‘or. endowment dontract; but'if ‘Such
_amounts (when gddenl to iamounts-yecetved befordthe . taxable

year under such contract) -exceed-the aggregate premiums gr; con-
sideration patd (whebher or not pald. durlng,the taziable
' then the excess shall- be inchided - ' gross” incone.

i re¢élved @s aniannulty under an annuity or’endowrient contraé"t
:shall be_included “in-gross»intome;? except; that ;there shall the
excluded from. gross, mcome‘ the eXCess.

, the taxalile year over-an” amount’ equal to. 3 per.éentum ‘of $hé
hggregate premluris -or - consideratidh ‘'pald - for- such' & ity
. “(whethet' oriinot -pald! during such ‘year), until’ the:aggregite
amount, excluded , from gross income; under this - title orgprior

PR PR

income tax Jlaws in respect of such annulfy. ;guals the Iﬂaggrpgate |-

1"t premiums dr consldération paid for stich &
i of a‘transfer for a valtiable considerdtion, By assignmentt or other-

wise, of a life insurance, endowment, or-annuity; contraét; orfany o7

1n};c;cst thereln, only the ,actual value of such consideration and

* the Amount 0f-the premilms and other, sums: sibsequently pald
&by‘ the transferee shell be exempt from taxatlon under)paragr ph
(1) or. thls paragraph. SR

' ARt 224(b) @) -1:"Life msurancPEnd
Armounts paid other than by redson Bof the death,of he in-
Stired,~Amounts' received under 5 life inshrinck or “endow-

1

ihent policy (other than amoutits- paid’ by Teason of 'the’

death of the insureéd, intérest- baymenfs on®*$uch’ amounts
dnd amounts Teceived s annuitiés)® are' not* taxaﬁle until
the aggregate 6f ‘the dmornts” so ‘réceived® (Wh Fn added to
the amounts reteived before the Yaxahie: yea!r under such
‘policy) "exceeds the aggregate b emiums or. donsrcleranon
pdld, whether orL 1ot paid dirln tlre
N AT, 22 (b)Y T(2)-2. Annuztzes i Amb
annulty ander ah‘annmty or endowment" contra
athounts* fecéived " in eriodics] “insta,

nually, semiannually, 5 e, an
whethiér for- a‘,'ﬁ:»te' -period, such iad & tetmi of Yerrs' or0 for
an indefinite period, such as for life, or for life and a guar-

iy

of the, amount received in |

eﬁt” ani aéfs—

xa‘b]e‘ y,e'a YL
nté 31'e'ée1v‘ed as ‘an
et nclude‘

h'lg(enfs, ‘wh ether a )= |
arterly; nmnp or ot‘hei'vhse and
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anteed fixed period; and which installments are payable or
may be payable over a period longer than one year. If
an annuity is payable in annual installments, there shall he
included in gross income only such portion of the amounts
received,in any taxable year as is equal to. 3 percent of the
aggregate premiums or consideration paid for such annuity,
whether or not paid during such year. If an annuity is paye
able.in two-or more instailments over each 12-month period,
such portion-of each installment shall be taxable as s equal
to 3 percent of the aggregate premiums or consideration paid
for such annuity, whether. or. not paid during the taxable
vear,-divided by the number of installments payable during
such year. - As soon as the aggregate of the amounts recelved
and excluded from gross income equals the aggregate pre=-
miums. or consideration paid.for such annuity, the entire
amount -received thereafter in each taxable year must be in-
cluded in gross income. ‘The provisions of this article may
be illustrated by the following examplessy

Ezample (1) —A:bought in 1933, for $50,000 considemtlon,
a life annuity, payable in annual installments of $5,000. For
the calendar year -1936 he would be required to include.in
gross income $1,500 of -the $5,000 received during that year
(3" percent, of -$50,000), -$3,500 being, exempt, - If A should
live, long .enough. to receive as ,exempt $50,000, then all
amounts he receives .thereafter under the annuity contract
would, be .included-in gross income.

E:cample (2) —A bought an annuity on November 1, 1936,
paying: $96,000 as consideration therefor., The -annuity
amountsrto $12,000 & year, payable in monthly installments
of 1 $1,000,- and on December 1,-1936, A received the first
installment. »fA--shall ' jnclude in his gross income for the
calendar, year. ;1936 the.sum of $240, being 3 percent of
$96,000. (the-consideratiompaid), divided by 12 (the number
of mstallments payable royer a penod of 12 months) ,

(Sec: 22! Gross Imcomé © - oo

[(b) ' Ezchisions from- grosa? income~~The' fo]lowlng items shall
not be-included in-gross. urqome and shall ba exempt from ‘tuxation
undex::.his tltle.] PRI A ,

o l(a) Gifts, bequests, and devises-The vnlue of propcrty o

quired by gift, bequest, devise, or inheritance (but the income
from such property shall be Included in gross,, 1ncome),

-- ART, 22 ,(b)_ (3) —1. szts and bequests~FPropserty received
as-a gift] ‘or received undef a will, ér -under statutes of
descent and distribution, is exempt from the inconie tuyx, al-
though: the income therefrom derived from investment, sale,
or"otherwiseds not. *An amount of principal paid {inder &
marriage settlenientis a gift. Neither alimony nor afi allow-
ance-,based ;onia: sepa):'atloh agreement is taxable incontie,
(Seeartmlé%—l) "|”»‘ Py [ INTIN "

[Sr:c “253kiveed I-dcomé P
o (B} sEzclusions” from- ‘gross! income—~-THo fouowlnér"l?:oms stmn
not be inclpdeddn prossincomé atid ‘shall be axempt Trom taxation
under ‘this, titla: ' R T ,

NEIN !I’ax’ Ufree interest—-Interest upon (A).tHe ‘obligitions of
tay , Terrltory; or; any,  political subglivisiontthéredf, or .tho
D ¢t of Columbid; or (B). _abligations of a corporation organ-
, dzed” ‘under Act Of Congress, If such’ corporation s an fhstiu-
meénfality of the™ United States; or (C) the obligations ¢f tho
= Unifed. Stdtes ofits possessions.! Every.person owning any of
the obligations enumerated in clause (A), .(B), or (C), shally 1lln
the Yeturn required by this title, submit a statement s owlny 1,
“number-and amount of such cbligations owhed by hith ana t
income receiviid:therefrond, 111 stich!form and vflth such mformu-
. tionas the Commissioner may require; In:the ‘caga of obligations
of the, Pnited States issued, after Septembey 1,,1017 (other than
postal “savings certificates 'of deposit) and in’ fhe cage of oblign-
-.tion§ 'of a corporation ofganized under Act' 6f Cofigreds, the
intérest; 'shall be-exempt.only i£ and to the extent provided in the
respecﬁve Acts., authorlzin the, igsue thercof as amended andg
supplement od, and shall be excluded from gross income oquly if
- and‘td'the exbent lt;fls whblly eriempt from ’tho taxed {hiposed by
uthis tiﬂe"' LAY ot ) #

- ”Am;“* 32hy (4)-1 Intere £ iipom .State obligations—Inter-
€st.ubon the obhgatro of,a st tate, Terxifory, or any political
subdm’sion thereof or the Districf. of Colymbla Is exempt
trom the iricome ta}; ‘Obligations issugd by or.on behalf of
tHe, State or 'I'erntory, or. a. duly .orgagized,; ‘political  sub-
-divisioh’ acting by constituted authorities egrpowered to fssue
such obligations, are the obligations of a State or 'I.’errltory
or a political subdivision thereof. Special tax bills Issued

. + N ¢
R P R . o )

[N s
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for special benefits to property, if such tax bills are legally
collectible only from owners of the property benefited, are
not the obligations of a State, Territory, or political sub-
division. The term “political subdivision”, within the mean-
ing of the exemption, denotes any division of the State or
Territory which is a municipal corporation, or to which has
been delegated the right fo exercise part of the sovereign
power of the State or Territory. As thus defined, a political
-subdivision of a State or Territory may, for the purpose of
exemption, include special assessment districts so created,
such as road, water, sewer, gas, light, reclamation, drainage,
irrigation, levee, school, harbor, port improvement, and simi-
lar districts and divisions of a State or Territory.

ArT. 22 (b) (-2. Dividends and interest jrom Federal
land banks, Federal intermedialte credit banks, national
farm-loan associations, banks for cooperatives, and produc-~
tion credit corporations and associations—Section 26 of the
Federal Farm Loan Act of July 17, 1916 (39 Stat., 360), as
amended by an Act approved March 4, 1923 (42 Stat. 1454),
provides that Federal land banks, Federal intermediate
credit banks, and national farm-loan associations, including
the capital and reserve or surplus therein and the income
derived :therefrom, shall be ‘exempt from taxation, except
taxes upon real estate;-and.that first mortgaces exccuted to
Federal land -banks, Federal intermediate credit banks, or
to joint stock land banks, and farm-loan bonds, and deben-
tures issued by intermediate credit banks, with the income
therefrom, shall be exempb from taxation. Accordingly, the
income- derived from dividends on. stock of Federal land
banks, Federal intermediate credit banks, and national
farm-loan associations and from interest on promissory notes
secured by such first mortgages, or from such farm-loan
bonds or debentures, is not subject to the income tax., How-
ever, dividends on the stock of the central bank for coopera-
-tives, the production credit corporations, production credit
associations, and banks for cooperatives, organized under the
-provisions of the Farm Credit Act of 1933, constitute income
to the recipients, subject to both normal tax and surtax.

ArT. 22 (b) (4)-3. Dividends from Federal reserte banl:s.—
Section 7 of the Federal Reserve Act of December 23, 1913,
provides that Federal reserve banks, jncluding the capital
-stock_and surplus: therein and the income derived therefrom,
shall be exempt from taxation, except taxes upon real estate.
This exemption attaches to and follows the-income derived
-from dividends on. stock of Federal reserve bhanks in the
hands of ‘the shareholders, so thaf the dividends received on
the stock of Federal reserve banks are not subject to the
income tax. Dividends paid by member banks, however, are
treated like dividends of ordinary corporations.

ART. 22 (b) - (4)-4. Interest upon United Stales obliga-
tions—Although interest upon the obligations of the United
States and its possessions and upon oblications of a cor-
_poration organized under Act of Congress, if such corpora-
tion is an instrumentality of the United States, is generally
exempt from tax, in the case of obligations issued by the
‘United States after September 1, 1917, which include Treas-
ury certificates of indebtedness, Treasury honds, and Treas-
.ury notes, and in the case of obligations of a corporation
organized under Act_of Congress, the interest is exempt from
tax only if and to the extent provided in the Acts authoriz-
ing the issue thereof, as amended and supplemented.

Every person owning. any of the qobligations enumerated
in, clause (A), (B), or (C) of paragraph (4) of subsection
22 (b) shall. submit in his income tax retuwrn o statement
showing the number and amount of such oblizations ovmed
-and the income received- therefrom. Xor the purpose of
such statement, -in the case of Treasury hills issued after
-June 17, 1930,- (1) -the “gmount of sych obligations” is their
par (maturity) value and (2) the “income received there-
_from” is the nef, excess of the amount realized durinz the
-taxable year from-the sale or other disposition of the bills
over the cost or _ofher basis thereof, a separate computation
~of-discount being unnecessary.

The . interest -on. Treasury certificates of indebtedness is
entu:ely exempt from Federal income taxes., Interest upon

terms of the i 1ssup. A-Interest (d;scount at which issued) on
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Treasury bills and any gain from the sale or other disposi-
tion of such bills are also entirely exempt from Federal in-
come taxes. With respzact to the nondeductibility of losses
from the sale or other disposition of such bills, see-article
23 (e)-~1.

The interest on Treasury bpnds is exempt from Federal
income taxes encept surtaxes imposed upon the income or
profits of individuals, partnerships, associations, or corpora-
tions.

Treasury bonds are entitled ta a limited exemption from
surtazes imposed by the United States. Interest on an aggre-
gate of not exceeding $5,000 principal amount of these obliga-
tions is exempt from the surtaxes imposed by the Act.
Interest in excess of the interest on an aggrezate of nat
exceeding $5,000 principal amount of such obligations is sub-
Ject to surtax and must b2 included in gross income. .

Interest credited to pastal c:wmgs accounts upon moneys
deposited in postal savings bonks is wholly e*;empt from
income tax.

ART. 22 (b) (4)-5. Trecsury band exemplion in the case of
trusts or parinerships—<e) When the income of 2 frust is
tazable to bzneficiaries, as in the case of a trust the income of
which is to be distributad to the bzneficiaries currently; each
beneficiary is entitled to ezemption as if he owned directly o
proportionate part of the Treasury bonds held in trust. VWhen,
on the other hand, income is taxable to the trustee, as in the
cace of a trust the income of which is accumulated for the
tenefit of unhorn or unascertained persons, the trust, as the
owner of the boxds held jn trust, is entitled to the exemption
on account of such ewnership.

(D) As the income of a partnership is taxable to the indi-
vidual partners, each partner is entitled to exemption as if he
ovmed directly a proportionate part of the bonds held by the

parinerzhip.

Arnt. 22 (b) (4)-6. Inferest upon United States oblzgatwns
in the case of nonresident eliens and certain foreign organ-
izotions—By virtue of section 4 of the-Victory Liberty Toan
Act of DMarch 3, 1919, amending section 3 of the Fourth
Liberty Bond Act of July 9, 1918, the interest received on and
after March 3, 1919, on honds, neotes, and ‘certificates of in-
debtedness of the United States while beneficially owned by a
nonresident allen individual, or a foreien corporation, part-
nership, or ascociation, not engased in business in the United
States, is exempt from income taxes,

[Ezc. 92, Gross Income.} ’

[(b) Ezoluslons from grois income—'rhe following items ghzll

not t2 ineluded In £ress income and chall Be exempt from taxation
under this title:]

(5) Gompencetton for tnfuries or ciclness—Amounts received,
through aceldont or health insurance or under workmen's.com-
pencation acts, 03 compencation for personal injurfes or sickmess,
plus the amount of any damages received whether by suit or
agrecment en cecsunt of such injuries or sickrazs;

(6) Zftnisters—The reatel value of a dwelling house and ap-
purtenances thereef furnished to a minister of the gospel as part
¢f his compensaticn;

(7) Income cxempt under treaty—Income of any king, to the
cxtent required by any treaty obligation of the United States;

(8) Miceclancous itema~The fonoﬂn'v itcms, to the extens
provided in coction 116:

Earncdt Income from gources without thz United States'
Salarics of certain Territorial employees;
The Income of ferelon povernments; -

mlﬁ'amo of States, municipalities, and other political sub-
visions;
Rccelpb of chipowners’ mutual protection and lndemmty

aczoelatitons;

Dlvldann.. from China Trodae Act corporations;
Compcn::xtlon of emplogces of forelgn governments:

[Sre, 22, Grozs Innome.]

{c) Inrcntoﬂc.. .—Whenever in the opinlon of tie Commissioner
tho use of inventories 15 nececrary in order clearly. to dotermine
the income of any taupayer, inventorles chall be talken by such
taxz::x\"cr upon cuch bacls as the Commissioner, wit® tha approval
of the Seeretary, may preceribe o5 conforming as nearly as may be
to the host accounting proctice in the trade or business and.as
most elearly reficeting the income,

ART, 22 (0)~1. Need of inventorics—In order to reflect-the
net income correctly, inventories at the bezinnine and-egd
of each taxnable year are necessary in every case in which
the production, purchase, or sale of merchandise is an in-
come-producing factor, The inventory should-include-gll
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finished or partly finished goods &nd, in the case of raw mate-
-rialy .and. supplies; only 'those . which have .been acquired
for-sale or which will physically become a part of merchan-
dise imtended for.sale:
the inventory only if title thereto is vested in the faxpayer.

‘Atcordingly, the ‘seller should include in his inventory: goods.

under contract for:sale but not yet segregated and applied

-to the contract and goods out upcn. consignment; but should’
exclude from inventory goods sold, title to which has passed’

‘to the purchaser. A purchaser should include'in inventory
-merchandise purchéased, title to rwhich ‘has.passed to him,

aithough such merchandise is in transit or for other reasons’

has not been reduced to physical possession; but should not
include 'goods ordered for futurefdehvery, transfer of title
-to whichhas not yet been effected.” -

ART. 22 (¢)-2. Valuation of inventories. ——Section 22. (c)
provides two tests to which each inventory must conform?

4 (1) It must conform as nedrly as may.be to thé best ac-

counting practice in the trade or business, and oL
‘o (2) It-must cléarly reflect the incomie. - T

It follows, therefore, that'inventory rules can not be uni-
form but must giveeffect to trade customs which come within

'the scope of theibest accounting practice in the particular
In ordér clearly’to. reflect income,:the’| -

ctrade  or business: rly’ k.
JAnvéntory practicerof a taxpayer should be consistent. from

‘yeaf'to year, and greater Sveight.is to be given to:-consistency.
than to> any 'patticular methdd of :inventorying or basis:of
“valuation $o-longas the method or basis used-is substantially

1in acdord with thede regulations. " An invéntory that can be
used under the best accounting-.practice in-a balarce sheet
-showing the -financial" position of the taxpiyer can,' as a
‘gerferalrrule, be regardéd as clearly reflecting his'income.

Theibases -of -valuation most commonly used.-by- business’

concerns and which meet the requirements of section 22:(¢)
are (d) cost ahd'(b) cost or market, whichever is lower.

- (For inventories by dealers in securities, see article 22 (¢)-5.)
“Afty goods-in an inventdry-which - are unsalablée-at normal

prices or unusable in the normal way because of damsdge,
"imperfections, shop wear, changés “of style, odd or “broken
-Jots, or -other similar. causes, including ‘second-hand goods

taken ‘in‘ exchangé, should be valued: at bona fide-selling

prices less direct cust of:disposition; whether basis (g} or' (b)
15 used, or if-such goods: consist of: raw materials) or: partly

finished goods held for use or corsumption; theyishall: be |
valued upon a reasonable basis, taking into consideration the'
rusability .and.the- condition of the goods; but in no case shall.
Bona, fide selling,
price means actual oﬁ“enng of goods during a-périod ending.

- such value be less than therscrap value.

-not later than 30 days after inventory date. ~The burden of
proof 'will rest upoil the- taxpayer | fo. shotr that’ such“ excep-
.. tional goods as are valued upon such selling basis come within
the classifications indicated ‘above, and “he. shall maintain
such' fecords of the disposition.of the’ goods as will enable a
verffication of the invéntory to be made. "~

In respect of. normal -goods, whichever basis -is adopted
must be apphed with: reasonable consistency to the’ entire
inventory.
basis of either (@) cost or (b) cost or market, whichever is
‘lowey, for their 1920 inventories. THe. basis properly adopted
for that year or any subsequent .year is -controlling, and a
-change can now be made only after permission is secured
from the Commissioner. Application for pérmission to
‘change the basis of valuing inventories shall be made in
writing and filed with the Commissioner as provided in article
41-2. Goods taken' in the inventory which have been so
intermingled that they can not be identified with specific
invoices will be deemed to be the goods most recently pur-
chased or produced, and the cost thereof will be.the actual
cost of the goods purchased or produced-during the penod in
which the quantity of goods in fhe mventory has beeni ac-
quired. Where ' the taxpayer niaintdins book ‘inventories’in
accordance with a sound accountmg system in which’ the
.respective inventory-accounts are charged with the actual
~cost of the goods purchased or produced and credited with

'the value of goods used, transferred, or sold; calculated upon.

- the-basis of the actual cost of the goods acquired during the
taxable year '(Including thée invéntory at the beginning of the
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Merchandise should be: included in.

Taxpayers were given an, option ‘to adopt the

veéar), the netvalue as shown by such inventory accounts will
be.deemed to be the cost of the goods on hand. ‘The balances
shown by such book inventories should be verified by physical
4Anventories. ak reasonable intervals ‘and adjusted to conform
therewith.r = v

- Inventories should be recorded in a Iegxble manner, propexly
computed and summarized, and should be preserved a3 & part

‘of the accounting records of the taxpayer. ‘The invetitories of
taxpayers on whatever basis taken will be subjech to investi-
gation by the. Commissioner, and the taxpayer must satisfy
the -Commissioner of the' correctness of the prices adopted.

- The following methods; among others, are sometimes used
in taking or valuing mventones, but are not in accord with

‘these regulations, viz: " -

" (1) - Deducting from the inventory a. reserve for price
<hénges, or an-estimated.depreciation in the value thereof.

+ (2) Taking work in process, or other parts of the inventory.
at anominal price or at léss than its proper value.

-{3) Omitting potrtions of.the stock on hahd.

" (4) Using a constant pricé or nominal vdlue for so~caliled
normanuantrty of materials or goods in stock.

- .(5)iiIncluding stockin_transit, either shipped toior. from
the taxpayer, the-title to which is nét vested in thé taxpayer.

Ar1,22 (¢)-3. Inventaries at cost~—Cost means:

- (1) ~In the case of therchandise on hand at.thé beginning of
-the taxable year,the inventory.pricé of such: gaods.
< 1(2) ‘In ‘the case ofimerchandise purchased sifice the begin-
ning of-the taxable year; the invoice price less trade or other
‘discounts; except strictly cash discotints approximating a fair
:interest rate; which. may be deducted or not at the option of
_the- taxpayer, pravided ‘a consistent course is followed. To

sthis net invoice price should be added transportation or other

-necessary:. charges mcurred: in acquxring posoesion of the
~goods N R
(3D Inf the case,of merchandxse produced by the taxpayer
since the beginning .of the taxable yeaX, (&) the cost of raw
-materials and supplies entering into or c6hsumned in connec-
tion- with the product, (b) eXpenditiires for direct labor, (¢)
-indirect expenses incident to dnd necessdry for the produc-
tiod of .the particular article; including ih such indirect ox-

Ipenses a reasonable. proportion of management expernses, but
.not including-any cost of selling-or returny on capital, whether
.by ‘way-of interest or proﬁt oo o
3 (4)_ In any industry it which the usual rules for computa-
tion- of <¢ost of production are inkpplicable, costs may be
-approximated upon such basis as may be reasonable and in
.conformity. with established trade practice in the particular
industry.~ Among such’ cases #re (@) farmers and raisers of
live stock (see article 22 (¢)-6), (b) miners and manufac-
-turers who. by a single process or uniformi series of processes
~deuive ‘a product of two or more 'kinds, sizes, or grades, the
unit cost of which'is substantially alike (see'article 22 (¢)-17),
-and- (¢) ‘Tetail merchants who use -what is known as the
“retail method” in ascertaming‘ approxxma.te dost (see m'ticle
22 (¢)-8). o !

- ART. 22 (c)-4. Inventorzes at cost or maiket, whzchcver ls
lower —Under ordinary circumstancés and for normal gaods
in an inventory, “matrket”™ means the éurrent bid price pre-
vailing at the date of the invenfory for the particular mer-
chandise in the volume in which usually purchased by the
taxpayer, and is applicable in the cases—

(@) Of goods purchased and on hand, and:
. (b) "Of basic elermients of cost (materials, labor, and bur-
"den) "in goods in process of manufacture '#nd in finishéd
goods on hand; exclusive, however, of goods on hand or in
process of mantfacture for delivery upon firm sales con-
tracts (i. e., those not legally subject to cancellation by
either party) at fixed prices entered into ‘before the date

-of. the inventory, under: ‘'which the tdxphyer is protected
against dctual loss, which-goods must bé inventoried at cost.

-Where no6.open maiket exists or where quotations are
‘nominil, ‘due to stagnant market conditiofis, the taxpayer
must use such evidence of a f&ir markét price at the date or
“dates nearest the ihventory as ay-be available, sudh as
“specific ‘purchases or sales:by: the takpayer or othels in
-reasordable’ volume and made in‘good faith, or compensatic)n

‘paid for cancellatiorf of contracts for- purchdake commif-
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ments. “Where the takpayer in the regular course of business
has offered for sale such merchandise at prices lower than
the. current price '‘as above defined, the inventory may be
valued at such-prices less-direct cost of disposition, and the
correctness -of- such_ prices -will be determined by reference
to the actual sales of the taxpayer for a reasonable period
before -and after the :date of the inventory. Prices which
vary materially from the actual prices so ascertained will
not be accepted as reflecting the market. .
Where the inventory is:valued upon the basis of cost or
market, whichever is lower, the market:value of each article
on-hand at the inventory date shall be compared with the
cost” of the- article, and the lower of such values shall be
taken-as the inventory value of the article.
" ArT.:22 (e)-5. Inventories by dealers in securities—A
dealer in securities ‘who in his books of account regularly
inventories unsold securities on hand either—
RO i O S :
... L@ At cost; L T .
- (b) A} cost or market, whichever is lower; or
o+ - (e, At market value,

may mdke his refurn-upon the basis upon which his accounts
are- kept; provided that a description of the method em-
ployed shall be included in or attached to the return, that
all-the- securities must be inventoried by the same method,
and that such method must be adhered to in subsequent
years, unless -another method be authorized by the Com-
missioner- pursuant to a -written application therefor filed
with the Commissioner as provided in article 41-2. A dealer
In’ securities in-whosé books of account separate computa-
tions of the gain or Joss from the sale of the various lots
of securities sold are made on the basis of the cost of each
1ot shall be regarded, for the purposes of this article, as regu-
larly inventorying his securities at cost. For the purpose
of ‘this rule:a dealer in securities is a merchant of securities,
whether an.individual, partnership, or corporation, with an
established place of bisiness, regularly engaged in the pur-
chase of sécurities and their resale to customers; that is, one
who as‘a merchant buys securities and sells them to custom-
ers with a‘view to the gains and profits that may be derived
thefefrom. If such business is simply a branch of the ac-
tivities-carried on by such person, the securities inventoried
as here provided may include .only those held for purposes
of ‘resale and nof for investment. ‘Taxpayers who buy and
sell.or hold securities for investment or speculation, irre-
spective of whether such buying or selling constitutes the
carrying on of a ‘trade or business, and officers of corpora-
tions and members of partnerships who -in their individual
capacities buy and sell securities, are not dealers in securities
within' the meaning of this rule. -

ART. 22 (¢)—b. Inveniories of live stock raisers and other
Jarmeérs—Farmers may change the basis of their returns from
that of receipts and disbursements to that of an inventory

basis provided adjustments are made in accordance with one | ¥

of the two methods outlined in (1) and (2) below. It is
optional with the taxpayer which method is used, but, having
elected one method, the option so exercised will be binding
upon- the- taxpayer, and -he will be precluded from filing
amended returns upon the basis of the other method.

(1) Opening and- closing inventories shall be used for the
year in which the change is made. There should be included
in the .opening inventory all farm products (including live
stock) purchased or raised which were on hand at the date
of the inventory, and there must be submitted with the return
for the current taxable year an adjustment sheet for the

preceding taxable year based on the inventory method, upon |

the amount of which adjustment the tax shall be assessed and
paid (f any be due) at the rate of tax in effect for that year.
Ordinarily an adjustment sheet for the preceding year will be
sufficient, but if, in the opinion of the Commissioner, such
adjustment is not sufficient clearly to reflect income, adjust-
ments for earlier.years may be accepted or required. If it is
impossible to render complete inventories for the preceding
year or years, the Commissioner will accept estimates which,
in his opinion, substantially reflect the income on the inven-
tory-basis for such preceding year or years; but inventories
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must not include xeal estate, buildings, permanent improve-
ments, or any other assets subject to depreciation. .

(2) No adjustment sheets will be required, but the net
income for the taxable year in which the change is made
must be computed without deducting from the sum of the
closing inventory and the sales and other- receipts, the
inventory of live stoclk, crops, and products at the beginning
of the year; provided, however— CoT

(@) That if any live stock, grain, or other property on
hand at the beginning of the tazable year has been pur-
chased and the cost thereof not charged fo expense, enly
the difference between the cost and the selling price should
be reported as income for the year in which sold; -

(b) But if the cost of such property has been charged
to expense for o previous year, the entire amount received
must be reported as income for the yéar in which sold. .

Because of the difileulty of ascerfain‘ng actual cost of live
stock and other farm producis, farmers who render their
returns upon an inventory basis may value their invenfories
according to the “farm-price method”, svhich provides.for
the valuation of inventories at market price less direct cost
of disposition. If the use of the “farm-price method” -of
valuing inventories for any taxable year involves 2 change
in method of valulng inventories from that employed in
prior years, permission for such change shall first ba secured
irom the Commissioner as provided in article 41-2. In such
case the opening inventory for the taxable year in which
the change is made should be brought in at the same value
as the closing inventory for the preceding taxable year.” IR
such valuation of the opening inventory for the taxable year
in which the change is made results in an abnormally large
income for that year, there may be submitied with the
return for such taxable year an adjustment statement for
the precediny vear. This statement shall be based on the
“faym-price method” of valuing inventories, upon tihe
amount of which adjustments the tax, if any be due, shall
be assessed and pald at the rate of tax in effect for such
preceding year. If an adjustment for the preceding year
is not, in the opinion of the Commissioner, sufficient clearly
to reflect income, adjustment sheets for prior years may be
accepted or required. X N

If returns have been made in which the taxable-net income
has been computed upon incomplete inventories, the abnor-
mallty should be corrected by submitting with the return for
the current taxable year a statement for the preceding year.
In this statement such adjustments shall be made as are nec-
essary to bring the closing inventory for the preceding year
into agreement with the opening complete inventory for the
current taxable year. If necessary clearly to reflect income,
similar adjustments may be made as at the beginning of the
preceding year or years, and the tax, if any be due, shall ke
ascessed and pald at the rate of tax in effect for such year or

Ant. 22 (0)-1. Inventories of miners and manufaciurers—
A taxpayer engared in mining or manufacturing who by a sin-
gle process or uniform serfes of processes derives a product of
two or more kinds, sizes, or grades, the unit cost of which is
substantially alike, and who in conformify to a recognized

| trade practice allocates an amount of cost to each kind, size,

or grade of product, which in the aggrezate will absorb the
total cost of production, may, with the consent of the Com-
missioner, use such allocated cost as a basis for pricing in-
ventories, provided such allacation bears a reasonable relation
to the respective selling values of the different kinds of
product. -

Arnt. 22 (¢)~8. Inventories of retail merchants—Retail mer-
chants who employ what is known as the “retail method” of
pricing inventories may make their refurns upon that basis,
provided (1) that the use of such method is designated upon
the return, (2) that accurate accounts are kept, and (3) that
such method is consistently adhered to unless a change is
authorized by the Commissioner as provided in article 41-2.
Duader this methad the total of the refail selling prices of the
goods on hand at the end of the year in each department or
of each class of goods is reduced to approximate cost by



1822

deducting therefrom an amount ‘which 'bears: the same ratlo
to such total -ag——' - o T C Ly T T, i

(a), the totai of the reta11 selhng pnces of the goods
inclucied in the opening inyentory, plus the retail selling
prices of the goods purchased durmg the year, With proper
adJustment to such selhng pnces “ﬁor a11 mark—ups an
mark-downs, —e e T

less R - ’{

(b) the cost of. the gpods included in, the opening inven-
tory plus -the cost of the:goods purchased durmg the year

beat's to'@. oo

This, amourit 'should répresent as’ accurately as may be the
amountb ’added €6 the-cost phce of‘the goods to cover selling
and other expenses bf domg “pusingsys and for the margm‘of
proﬁt o EAF RV LA LT R

A taxpayer mamta.ming more than one;department in his
store or dealing in classes of goodsfcarrymg dxﬁerent percent-
ages 'of gross profit- should not use.a, percentage of. proﬁt
based upon an average;of hlS entire- busmess, but should com-
pute and. use in valuing ] hlS inventory the proper, percentages
for the respective. dgpartments or classes of goods, ., . -,

[Bec. 22, Gross Income.] ' i -

1(d). Distrivutions by corporations Dlstributions by corporations
shall be taxable-to the shareholders as provided in section 115. ~

(e Determipat{on of gain or loss~—In the' case’of & sale or other
disposition of property,athe gain or‘loss-shall be ‘computed as pro-
vided in' seetion 111 o Woovaedn o por

(f) Gross income i: jrom sources, wzthm .aqd without Uztited

States.—For computs, ion of gross. ]ncome from sources “within and
vlthout the United: States, see sectlon 119;

I T T A SR F TR ';.Qi (5. IEE R AT TS B

TGN CHAPTER IV X ' SfLen - L

2 ‘Deditctzons From Gross -Income " U

23 Deductions From Gross Income ——In computing net in—
céme ‘thero shall be allowed 48 deductions:

'(B) Epénses~—All'the ordinary and’ necessary expenses pdild or
incurred rduring:the. 'taxable “year inc¢arrying."on. any, trade-or
business,; including & reaspnable allowance for .salaries or other
compensatlon for personal services,actually,rendered traveling
ékpenses'' (includlng ‘the' entlre ‘amibuit ' expended for meals and
lodging)- while -away [from home in'‘the pursuit of .a- trade or
business; and rentals or ofher-payments required to be made as
a condition to the continued use or posSesslon for purposes of
the trade or business, of property to which' the taxpayer has not
taken or'is nof ’taking title’ or In'whic¢h Wé. hasino‘equity.

ART, 23 (a’)—l Bits’z‘ness é:cp'ens‘es —Biisiness’ expenses de-
ductible from gross ificone thehide the ‘ordinary 'aid neces-
sary expenditures directly tonnected Wrth or ‘pertélmng to
the taxpayers trade 'or busuress, excepf, the''cladsés 'of “items
which are deductxble under the prov1sions -of "articles 23
(b)-1'to 23 (@—1, Double"deddctioris aré 1ot 'permitted:

olInts deducted, tmder one- prov1s1on ‘of the Act’ ¢an not
aih bé deducted ‘under any other prov1smn of the Act.
Th¢ cost‘ of goods purchased for resale, w1th proper adjust-
tent for opening ahd ‘closing' mventones, is-deducted from
gross sales in computing gross income.. (See article 22
(a)—5) Am0ng the items mcluded m busmeSs expenses are
management éxpenses comm1ssmns, labor, supphes, inei-

ental Tépairs,’ operating expenses Of ‘automobiles used iii

é{ ti‘ade or business, travelmg expenses whlle away “from
honie solely m the pursult of & trade or busmess (see article
23 ()-2), advertlsmg and oth‘er selhng expenses, together
with! ins’urance premitims agamst 'fire, storm, thett, accident,
or' other similar Iosses ih‘the case‘of a businéss, "and ‘rental
for thé uée of business property. ) enalty payments with re-
spect to Fedéral ‘taxes, Whether "on ‘aecount . of ‘negligence,
delingtiency, or fraud are rot'deductible- from- gross income.
‘The full amount of the allowable deduction for ordinary-and
heckssary ' expensés in carrying on a busmess is nevertheless
deductible evenl though -such’ expenses exceed the' gross in+
come derived’ during 'the taxable!year'from such busiriess.
‘As 'to' items not déductl’ble under any« provrslon of section
23, sée section’ 24, "7 iz
i Api, 23 (a)-2. Travelzng enpenses —-Travelmg ‘expenses, as
or narily understood' include railréad' fares and meéals and
lodgmg 'If the'tripis undertakén for' othiér than business
purposes, the' railroad fares- are ‘personal eXpénses -and- the
meals and lodging“aré living éxpefises. If the trip is'solely
on business, the reasonable and necessary traveling expenses,

LAt i
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including rallroad fares, meals and lodging, are business
expense& ] H 1 |

(@) I, then, ‘an nidividua‘l whOSé business requires him
to travel, receives a salary as full compenssgtion for his serv«
ices, ‘without -reimbursement for traveling expenses, oy is
enmployed-on’ s commission basis with no expense allowance,
his traveling expenses; including thé entire amount expended
for'meals-and lodging, are deductible front gross income.

(b) If an individual recéives a salary and is also repaid his
actual traveling expenses; he shall include in gross intome
the amount so repaid and may deduct siich expenses.

“(¢) If an individual recéives a salary and also an allowe
ance for meals and-lodging, as, for example, a per diem al-
lowance in lieu of subsistence, the amount of the allowarce
should be:included: in gross income and the cost of such
meals and. lodging may be deducted therefrom.

A payment for the use-of 4 sample room at & hotel for the
display of goods is a business expense. Only such expenses
as are reasonable and necessary in the conduct of the busi-
ness and directly attributable to it may 'be deducted. A
taxpayer claiming the benefit of the deductions referred to
herein must attach to his return:a statement showing (1)
the nature of .the business in which engaged; (2) the num-~
ber of days away from home during the taxable,year on
account of business; .(3) the.total amount of expenses inci-
dent-to meals and lodging while absent-from home.on busi-
ness-during the taxable-year; and (4), the total amount of
other expenses incident to fravel and claimed as & deduction.

- Claim for-the. deductions referred to herein must he sub-
stantiate,d,fwhen -required. by the Commissioner, by .evidence
showing in detail the amount and nature .of the expenses
incurred. ¢ _ -~
- Commuters’ fares are nob considered as business expenses
and, are not deductible. * g : PRI

- ART. 23 (a)-3. Cost of materials.—'I‘axpayers carrying ma-
terialssand 'sSupplies.on hand should include in expenses the
charges for nmmterials and supplies only to the amount that
they are actually  consumed and used in aqperation during
the year: for which the return.is made, provided that the
cost .of such materisls.and supplies has not been deducted in
determining the netr inéome for any previous year. . If a tax-
payer: carries incidental: materials or supplies on hand for
which no record ‘of .corisumption is kept or of which phygical
inventories at the beginning. and erd.of the year aye .not
taken,.it‘will ‘be. permissible for:the taxpayer to include in his
expenses 'and :deduct from' gross income the total cost of
such supplies: axid. materials»as were purchased during the
year for which the return i made, provided.. the net income
is'¢learly reflected by this method. . .: Ny

ART. 23 (a)—4. Repairs—The cost i of incidental xepairs
which neither materially add to the value of the property nor
appreciably prolong its life, but keep it in an ordinarily effl-
cient operating condition, may be deducted as . expense,
provided the plant or property account is-not increased by
the amountfof such expenditures. Repairs in the nature of
replacements,-to the extent that they arrest deterioration
and appreciably prolong the life of the property, should be
chdrged against the depreciation reserve if such account is
kept. (See'articles 23 €1 -1 to 23 (1)-10.:

T ART. 23 (a)-5. Professional expenses.—A profgssional man
may claim’ as deductionis the cost of supplies'used by him in
the practice of his'profession, expenses paid in the operation
and repair of an automobile used in miaking professional ¢alls,
dues.-to professionglisocieties and subscriptions to professional
jotirnals, the rent paid for office rooms, the cost of the:fuel,
light, water, telephone, ete., used in such offices, ahd the hire
of officeassistants.. Amounts currently éxpended. for hooky,
furniture, and professional instruments and equipment, the
qyseful life of which is short, may be deducted. As to items
not -deductible; seé.section. 24, « .. .«

ART. 23t (2)-6.'Compensation « for ‘personal 'sarvices.--
Among the ordinary and necessary expensés paid or ihourred
id carrying on anyvtrade or busidess mdy be included a
reasonable allowance for salaries oy other dompensation for
personaliservices actually rendered.' The test of deductibility
in“the” case of compeénsation payments is whether they are
reasonable and are in fact payments purely for services.

IS AR f
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This test and its practical application may be further stated
and illustrated as follows:

(1) Any amount paid in the form of compensation, but
not-in fact as the purchase price of services, is not deductible.
{a) An ostensible salary paid by a corporation may be a dis-
tribution.of a dividend on stock. This is likely to cccur in
the case of a corporation having few shareholders, practically
all of whom draw salaries.. If in such a case the salarles are
in excess of those ordinarily paid for similar services, and
the excessive payments correspond or bear g close relation-
ship to the stock holdings of the officers or employees, it
would seem likely that the salaries are not paid wholly for
services rendered, but that the excessive payments are a dis-
tribution of jearnings upon the stock. (b) An ostensible
salary may be in part payment for property. This may
occur, for example, where a parinership sells out to a cor-
poration, the former partners agreeing to continue in the
service of the corporation. In such a case it may be found
that the salaries of the former partners are not merely for
services, but in part constitute payment for the transfer of
their business.

(2) The form or method of fixing compensation is not
decisive as to deductibility. While any form of contingent
compensation invites scrutiny as a possible distribution of
earnings of the enterprise, it does not follow that payments
on a contingent basis are to be treated fundamentally on any
basis different from that applying to compensation at a fiat
rate. Generally speaking, if contingent compensation is paid
pursusnt to a_free bargain between the employer and the
individual made before the services are rendered, not influ-
enced by any consideration on the part of the employer other
than thatof securing on fair and advantageous terms the
services of the individual, it should be"allowed as a deduction

even though in the actual working out of the contract it may
prove tobe greater than the amount wh1ch would ordinarily
be paid.

(3) In any event the allowance for the compensatxon paid
may not exceed what is reasonable under all the circum-

stances. It is-in general just to assume that reasonable and |

true compensation is only such amount as would ordinarlly
be paid for Jike services by like enterprises under like cir-
cumstances.- “TThe circumstances to be taken into considera-
tion are:-those existing at-the date when the contract for
services was made, not those existing at the date when the
contract is ‘questioned.

ART. 23 (2)—1.- Treatment of excessive compensation.—The
income tax liability of the recipient in respect of an amount
ostensibly paid: to him as compensation, but not allowed to
e deducted as such by the payor, will depend upon the cir-
cumstanges of each case. Thus, in the case of excessive pay-
ments by corporations, if such payments correspond or bear
a close relationship to stock holdings, and are found to he a
distribution -of earnings or profits, the excessive payments
will -‘be freated as a dividend. If such payments constitute
payment for property, they should be treated by the payor as
a capital expenditure and by the recipient as part of the
purchase price. In the absence of evidence to-justify other
treatment, excessive payments for salaries or other compen-
sation for personal services will be included in gross income
-of “the rec1p1ent -and subjected to both normal tax and

Am:. 23 (a)-8.-Bonuses o employees.—Bonuses to em-
ployees will constitute allowable: deductions from gross in-
come- when -such payments are made in good faith and as
‘additional compensation for the services actually rendered
by the employees, provided such payments, when added to the
stipulated salaries, do mot exceed a reasonable compensation
for the services rendered. It is immaterial whether such
bonuses are paid in eash or in kind or partly in cash and
parfly in kind. Donations made to employees and others,
which do iiot have in them the element of compensation or
‘aré in excess of reasonable compensation for services, are
not. deductible from gross income.

- ART. 23 -(a)-9.- Pensions—Compensation for injuries—
Amounts paid by a taxpayer for pensions to retired em-
‘ployees or to their families or others dependent upon them,
or on account of injuries received by employees, and lump-
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sum amounts paid or acerued as compensation for injuries,
are proper deductions as ordinary and necessary expenses.
Such deductions are limited to the amount not compensated
for by Insurance or ofherwise. When the amount of the
salary of an ofilcer or employee is paid for a limifed period
after his death to his widow or heirs, in recognition of the
services rendered by the individual, such payments may be
deducted. As to deductions for payments to employees’ pen-
slon trusts, see section 23 (p).

ArT, 23 (a)-10. Rentals—~If a leasehold is acquired for
business purposes for a specified sum, the purchaser may
take as a deduction in his return an aliquot part of such
sum each year, based on the numhbszr of years the lease has
to run. Taxes paid by a tenant to or for a landlord for
business property are additional rent and constitute a de-
ductible item to the tenant and taxable income to the land-
lord, the amount of the tax being deductible by the latter.
The cost borne by a lessee in erecting buildings or making

permanent improvements on ground of which. he is lessee is
held to be a capital investment and not deductible as a busi-
ness expense. In order to return to such faxpayer his in-
vestment of capital, an annual deduction may be made from
gross income of an amount equal to the total cost of such
improvements divided by the numbzer of years remaininz of
the term of lease, and such deduction shall be in Yeu of a
deduction for depreciation. If the remainder of the ferm
of lease is greater than the probable life of the buildings
erected, or of the improvements made, this deductioz shall
take the form of an allowance for depreciation. (Sce article
22 (a)-13.)

ART. 23 (2)-11. Expenses of farmers—A farmer who oper-
ates a farm for profit is entitled to deduct from gross
income as necessary expenses 2ll amounts actually expanded
in the carryinz on of the business of farming. The cost
of ordinary tools of short life or small cost, such as hand

| tools, including shovels, rakes, etc., may bz deducted. The

cost of feeding and raising live stock may be freated as an
expense deduction, in so far as such cost represents acfual
outlay, but not including the value of farm produce grown
upon the farm or the lakor of the taxpayer. Where a
farmer is engaged in producing crops which fake more than
a year from the time of planting to the process of gathering
and disposal, expenses deducted may, with the consent of
the Commissioner (see article 41-2), be determined upoc
the crop basis, and such deductions must be faken in the
wyear in which the gross income from the crop has keen
realized., The cost of farm machinery, equipment, and farm
bulldings represents a capital investment and is not an
allowabic deduction as an item of expense. Amounis ex-
pended in the development of farms, orchards, and ranches
prior to the time when the prcductive state is reached may
be regarded as investments of capiftal. Amounts’ exnended
in purchasing work, breedine, or dairy animals are regarded
as Investments of capital, and may be depreciated unless
such animals are included in an inventory in accordance
with article 22 (a)-7. The purchase price of an automo-
bile, even when wholly used in carryinz on farming oper-
tions, is not deductible, buf is regarded as an investment of
capital. The cost of gasoline, repairs, and upkeep of an
automobile if used wholly in the business of farming is
deductible as an expense; if used partly for business pur-
noses and partly for the pleasure or convenience of the tax-
payer or his family, such cost may be apportioned accord-
ing to the extent of the use for purposes of business and
pleasure or convenience, and only the proportion of such
cost justly attributable to business purposes is deductible
as & necessary expense. If a farm is operated for recreation
or pleasure and not on a commercial basis, and if the ex-
pences incurred in connection with the farm are in execess
of the receipts therefrom, the entire receipfs from the sale
of products may he ignored in rendering 2 refurn of income.
and the expenses incurred, being regarded as personal
expenses, will not constitute altowable deductions. (See also
articles 22 (a)-T, 23 (e)-5, and 23 (1)-10.)

AnT. 23 (a2)~12. Depositors’ guaranty fund—Banking cor-
porations which pursuant to the laws of the Stafes in which
they are doing business are required fo set apart, keep, and
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maintain in their, banks, the, amount levied and. assessed
against them by the State authorities as a “Depositors’ guar-
anty fund”, may deduct from their gross income the amount
50 set apart each year to this fund, provided that such fund,
Wwhen set aside and carried ito the.credit-of the State banking
hoard or duly authorized State officer, ceases-to be an asset
of the bank and may be withdrawn in whole or in-part-upon
demand by such board or State officer to meet the needs of
these officers in reimbursing depositors,in insolvent.-banks,
and provided further that no portion of the amount-thus set
aside-and credited is returnable under the laws-of, the State
to.the. assets of .the banking corporation. , If, however, such
amount js simply -set,up on the -books of the-bank as a- re-
serve to meet a contingent ligbility and remainscan asset of
the bank,:it will not be_ deduetible; except as; it- is zetually
paidrout as required by law. and upon-demangd of the proper
State officers. - OV SR PIVR LTI Te b o
"'|8ze.’ 23, Deductlons from-Gross Incomles = > i0d wie o0 T
" {In computing net Incomie there shall be allowed a8 dédifctionss]
(b) Interest~—All interest pald or,sacerued withingthe taxable
year on Indebtedness; except on,indebtedness ingurred or. continued
$6° purchaté or carry ‘obligations '(other thah “obligations of- thé
Unitéd Sthtes issued aftér-Septémbér 24, 1017,°and orlginally subl
gcribed for by thé tazpayer) theqinterest upon which is-wholly ex-
empt from the taxes imposed by-this title.: , rsip rnyy vy, ont

PRIt

SRS
ARr. 23 (D)L1. Imtefest:-Inteiest: paid or “atcrued- within
the year'on indebledness may be deduéied-from gross inconie,
ex¢ept that interést on'indebtédriess iricurréd’or continued
to purchasé’'or cdrry obligations! such- as-municipal bonds,
first Liberty loan 3%%-percent'bonds, or (i ‘casefof &-taxpayer
not an original subscriber) obligations of the United States
1Sstied after ‘Septémber -24; °1917, the” interest’ uipon - wHich
s Wholly -exempt from ta¥, 'is'hot déductible/ Interest paid
of*accruéd Wwithin the yeaf ol indebtedndss incurred or ¢6ii-
tintied to purthase or carty '(a)*obligations of. the United
States, issued after -Sepfember 24, 1917" tHe interest upon
‘which js not wholly exempt'from: the taxes iinposed by Title I
of the ‘Act, of b) (in the case of an original-subs6riber): oblix
gations'of thé United States issiied aftét Septeniber 24,1917,
thé interést upofi‘which is'wholly 'exempt from- the thxeésiim-
poséd by Title I of the Act,-is dedhictible in aceordance'with
the genefal rule,” 1 e elhlan n B e
Interest paid by'thé taxpayer-on‘ -iortgagé upofi’ Feal
estafe of which K is the legal or Equitdble owner, evert though
the taxpayer is not directly. liable upon “the'"hond ‘or note
secpured by such moftgage, may bé dedudted: as™intérest on
his indeBtedness. - Payments made fot' Mafyland 'oF Pennsyl-
YVanfa ground rents ‘are not. deductible'as intérest but may; it
a proper business €xpense, be dediicted as'rent, *- = ' -

JInterest calculated for cost-keeéping ot “othér purtoses on-
a{'(:c‘ount of capital or surplus invested in the’ busiress which

doés not represent a charge arising*under an’interest-bearing
obligation, is not an allowable ‘deduction from gross income.
.Interest paid by a corporation on scrip'dividends’'is'an allot-
‘able deduction. So-called interest on.preferred’ stock,’which
is in reality a dividend thereon, can not'be déducted in com-
puting net income.  (See, however, article 22 (2)-18" and
section 121.) In the case of banks and loan or trust com-
panfes, interest paid within the year on'deposits 'such as inter-

est paid on mdneys received for' investment and secured by.

interest-bearing certificates of in%iebteg_hess‘ issued” by*sueh

Jbank or loan or trust company may be'deducted from’ gross

mcbme' yr 1 [ : . L _ }_ j AJ:\ cen e . 3 ;"_. ~.
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[SEc, 23. Deductions from Gross Income.], , « - -~ | - -,

. In computing net in}qome‘ﬁher.e shall be allowed as deductions:]

‘ ed witdin -the taxable
ye [ AR bamt R

¢) Tazes generally—Taxes paid or ac
T, éxcept— ' S 't

(1) Federal iricome, war-profits, and -exéess-profits taxes (other
- than the excess-profits tax imposed by section 106 of the Reve-
.nue Act of 1936); - I N Loy

(2), income, war-profits, and excess-profits,taxes. imposed by
the authority of any foréign country or possession of the United
"'States; but this deduction-shall bé allowed.in the-case of & tax-
+ payer who does not signify in his return his:desire to have to
. any extent, the benefits of section 131  (relating to credit for

o

taxes of forelgn countries and possessions of the Unitéd States);.

(3; estate, inherltance, legacy, succession; and gift taxes? and
¢ ' (4) ‘taxes -assessed 'against local benefits'of a-kind ténding to
Increase the value of, the property assessed;- but, this paragraph

! [ P Coe . A
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~ shall not exclude.the allowance as a deduction of so much of

such taxes 'as 1s properly allocable to maintendnce of intorest

charges. v : e
CART, 23 _(c)-1. Tazes.—Subject to the exceptions stated in
this article and articles 23 (¢)-2 and 23 (¢)-3, taxes imposed
by the United States, gny State or Territory, or political
subdiyision of either, Dosséssions of the ﬁQnited States, or
foreign countries, are deductible from gross income for the
year in“‘,vh}iphupaid ‘or accrued (see section 43), Estate,
inheritance, legacy, succession, and gift taxes and Federal
income, war-profits, ‘and. excess-profits taxes (other, than
the gxcess=profits tax imposed by sgetion, 106 of the Revenue
Act of 1935) are not deductible from gross income.  Income,
War-profits, and excess-profits taxes imgopsed by the anthor-
ity, of ‘any forejgr country or possession of the United States
are dedictible from gross income in casés where the tax-
payer, does not signify in his return his desire to hdyve to
any ektent the bénefits of section 131 (relating tq credit for
laxes, of foreign coumttles o possessions of the, United
statesy, | Se¢’ generally 'articles 131-1 to 131-§ as to tax
credits.’ “Postage is not a tax. Aniounts paid to States ot
'ngli_gozjies under. secured . debts laws, i{k order to rehder
securities tax exempt are deductible. Automobile license
fees ‘are ordinarily taxes. In general ‘taxes are deductibl
only by the person upon whom they are imposed. As to
tax paid at the’folitce on interest from téx-free covenant
bonds, see séction 143 (a) "(3). e

.. ArT,'23(¢)-2. Federal duties and ea:'t:‘isé‘;ia’:cesl-—fImtioli‘: or

tarifr, duitles, paid to, the bropef customs offcers, atid busl-
negs, Ticense, ‘mrivilege, eiteise, and stamp taxes pald to inter-
nal;revenue collectors, are’ deductible 85 taxes imposed by
the authority of. the, United States, provided they are not
added o and made g part of the expepses of the hisines ot
the. ‘cosf, of articles of ‘merchandise with Yespect to which
they .are ‘paid,.in which case they can not he separately
deducted. (See article 23 (a)-1.) N
+ART, 23, (e)r3, Tazes for local benefits.—So-called taxes,
more- properly .assessments, paid. for lacal benefits, ‘such as
street, sidewalk, and other like improvements, imposed  be-
cause, of and- measured by some benefit; inuring directly to
the property, against; which the assessment is levied, do not
constitute, an allowable deduction from gross income., A tax
is-considered assessed .against local benefits when the prop-
erty; subject, to the.tax is limited to, property benefited.
Special assessments are not deductible, even though an inci-
dental: benefit may, inure-to the public welfare. The ren
property;; taxes -deductible are those leyied, for. the general
public-welfare, by, the proper taxing authorities at a ltke rate
against all property in the territory over which such authori~
ties- have jurisdiction.., Assessments under the statutes of
California. relating.to irrigation and of Iowa xelating to
drainage,-and under certain statutes of Tennessee relating
tolevees, are limited to property benefited, and if the assess-
ments: are so limited,. the amounts paid thereunder are not
deductible-as taxes, The.above statements are subject to the
exception that in so_far as assessments against local henefits
are, made for the purpose of maintenance or repair or for
the purpose;of meeting interest charges with respect to such
benefits,-they are deductible. In such cases the hurden is on
the taxpayer to show-the allocation of the amounts assessed
to the different purposes. If the allocation can nof- be
made, none of the amounts so paid is deductible.
-. [SEc. 23. Deductions from 'Gross Income.] o .
~ [In computing net income there shall be sallowed as deductions:]
- (Q) Tazes:of shareholder paid by corpgration.—The dedugtion
for taxes allowed by subsection (c) shall Be allowed to & corpora-
tion in the case of taxes impodsed upon & shareholdér of the cor-

poration upon his interest as shareholder hich are paid by the
corporation, without reimbursement from the, shareholder, buf in

;| such cases no deduction shall be allowed the shatcholder for the

'amount of 'such taxes. -

ART.23 (d)-1. Taz on bank or otfer stock—Banks or
-other.corporations paying taxes assessed against their share-
‘holders on account of their ownership of the shares of stock

_issued :by such corporations without reimbursement from

_s,uch;,spa.xg,ﬁoldgqs -may deduct the amount of taxes so padd.
The Act specifically provides, however, that in such cases

- ! . P
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the shareholders- may not deduct the amount of the taxes.
The amount so- paid should not be included in the fncome
of -the shareholder. D
ISEC- 23, Deducttons ‘from Gross Income.]
-1In computing net income there shall be allowed as deductionst}]
~a'(ey -Losses -by individuals—In the case of an Individual, lozses
sustained during the taxable year and not compensated for by in-
surance-or othervnse——

s (1) if ,mcurred in trade or business; or -
(2) if incurred in any transaction entered into for profit,
. ", though not connected with the trade or business; or
“ (3) of property not connected with the trade or business, if
:“the los§ arises from Hres, storms, shipwreck, or other casualty, or
- from theft. No loss shall be allowed as a -deduction under this
paragraph if at the time of the filing of the return such loss has
g:;n claimed as a deduction for estate tax purposes in the estate
retum

" ARt 23 (e)-1. Losses by individuals —Losses sustained by

mdnndual citizens or. tesidents of the United States and
not compensated for by ihsurance or otherwiseé are fully
deductible if (a). incurred in the taxpayer's trade.or busi-
ness, or (b) mcurrea in any fransaction entered into for
profit, or (c).arising from fires, storms, shipwreck, or other
casudlty, or theft, and a deduction therefor has nof prior to
the ﬁlmg of the return been claimed for estate tax purposes
in the estate 9% return, or (d) if not prohibited or lim-
ated by.any of the following sections of the Act: Section
23 (8), relating t0 wagering losses; section 24 (a)(6), relat-
ing to losses from sales or exchanges of property between
members of 2. family or between a corporation and its share-
holders;. _section 112, relating to recognition of gain or loss
upon sales or exchanges of property; section 117, relating to
11m.1tat10n on losses recognized by section 112 upon the sale
or exchange of capital assets; section 118, relating to
losses on Wash sales of stock or securities; section 251,
relating. to income from sources within possessions of United
States; and section 252, relating to citizens of possessions of
United States. See section 213 as to limitation upon losses
sustamed by nonresident aliens.
- In general-losses for which an amount may be deducted
from gross income must be evidenced by closed and com-
pleted. transactions, fixed by -identifiable events, bona fide
and actually sustained during the taxable period for which
allowed. -Substance and not-mere form will govern in deter~
mining deductible losses. Full consideration must be given
to any salvage value and to any insurance or other com-
pensation received in determining the amount of losses
actually sustained. See section 113 (b).

A loss occasioned by damage to an automobile maintained
fer pleasure, where such damage results from the faulty driv-
ing of the taxpayer or other person operating the automo-
bile, but;:s not due to the willful act or negligence of the tax-
payer,-is-a deductible loss in the compntation of net income.
T damage to a taxpayer’s automobile results from the faulty
driving of the operator of an automobile with which the
automobile of the taxpayer collides, the loss occasioned to the
taxpayer by such damage is likewise deductible.

. Noloss is realized by the transfer of property by gift or by
death. " Bui- see seckion 44 (d).

-"A Joss on'the sale of residential property purchased or con-
structed by the taxpayer.for use as his personal residence and
so-used_ ‘by. him up -to the time of the sale is not deductible.
TE, however, property so purchased or constructed is prior to
ifs sale rénted or otherwise appropriated to income-produc-
ing purposes and is used for such purposes up to the time of
its sale, a loss from the sale of the property, computed as
provided in section 111, is, subject to the limitations provided
in section ‘117, an allowable deduction in an amount not to
‘exceed the excess of the value of the property at the time it
was-appropriated-to income-producing purposes (with proper
adjustiient for deprecxatlon) over the amount realized from
the sale. =~ .

“Ezample (1) —Residéntial property was purchased by a
taxpayer in -1926 for use as his personal residence at a cost
'of 325,000, of which $15,000 was alloeable to the building.
The property was so used by the faxpayer until January 1,
4933. . From that date to January 1, 1936, when the property
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was sold, it was rented by the taxpayer. The fair marke}
value of the property at the time it was rented on January X;
1933, was $22,000, of which 512,000 was allacable to the huild-
ing. ‘The building had zn estimated life of 20 years on
January 1, 1833. The proparty was sold on January %, 1936,
for $16,000. The loss from the sale allowable as a deduction
except as lmited by section 117 is $4,200, computed as
follows:

Cost of property In 1926, -
Lecos depreclation allowed (not Jess than emount allowable)

in respeet of tho bullding (depreclation for 3 years at -
6 percent baced on 812, (mo, value of bullding when con~

$25,000

verted to businezs uce) 3,800

23,2700

Eclling price of property, 16,000

Loz computed o5 provided In geeflon 113._______ . 7,208

Value of property at time it was rented on January 1, 1933 22,000

Less proper adjustment for depreciation.. 1,800

-20,200

Eelling price of proporty. 16,000
Portlon of 67,200 1o23 which Is deductible except as limited i

by cectlon 117 4,200

Ezample (2)—X{, under the circumstances set forth in
example (1), the property had been purchased af a cost
of $20,000, of which $10,000 was allacable to the building, buf
otherwise the facts assumed are-the same, the deductible
loss, except o5 limited by section 117, is $2,500, computed as
follows:

Cast of property in 1920

Less deprestation allowed (not 1623 than amount allowable)
in respect of the bullding (depreclation for 3 years at §

$290,000

percent baced on $10 000, cast of bullding) oo __-___ 1,500
18,530

Eclling price of proporty. 16,000
Lo computed as provided in section 131 2,580
Deaductible 103, except 25 Umited by szction 117 2,500

Losses from the sale or other disposition of 'neasury bills
issued after June 17, 1930, are not deductible. :

ART. 23 (e)-2. Voluntary removal of buildings—Loss due
to the voluntary removal or demolition of old buildings, the
serapping of old machinery, equipment, ete., incident fo re-
newals and replacements, is deductible from gross income.
When a taxpayer huys real estate upon which is located a
huilding, which he proceeds to raze with a view o erecting
thereon another building, it will bz considered that the tax-
payer has sustained no deductible loss by reason of the
demolition of the old building, and no deductible expense on
account of the cost of such removal, the value of the real
estate, exclusive of old improvements, being presumably
equal to the purchase price of the land and building plus the
cost of removing the useless building.

AnT. 23 (e)-3. Loss of useful value—~When, through some
change in business conditions, the usefulness in the busi-
ness of some or all of the capital assets is suddenly termi-
nated, so that the taxpayer disconfinues the business or dis-
cards such assets permanently from use in such business,
he may claim as a loss for the year in which he fakes such
action the difference between the basis (adjusted as pro-
vided in section 113 (b) and articles 113 ¢a) (14)-1, 113 (b)-1,
and 113 (b)-2) and the salvage value of the property. ‘I‘h;s
exception to the rule requiring a sale or other disposition of
property in order to establish a loss requires proof of some
unforeseen cause by reason of which the properfy has been
prematurely discarded, as, for example, where an increase in
the cost or change in the manufacture of any produect makes
it necessary to abandon such manufacture, fo which speecial
machinery is exclusively devoted, or where new legislation
directly or indirectly makes the continued profitable use of
the property impossible. This exception dees not extend fo
a case where the useful life of propariy terminates solely as
a result of those gradual processes for which deprecizfion
allowances are nuthorized. It does not apply to invenfories
or to other than capital assets. The excepfion applies o
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buildings only' when they are’ permanently abandoned- or
permanently’ devoted to a radically different-use, and to
ndehinery only when its use'as stich is permanently. aban+
doned. ‘Any loss to be deductible under this.exception must be
fully explained in the return of inconre.: The.limitations pro-
vided in ‘section 117 with respect to the sale:otr exchange of
capital assets have no application to losses.due!to-the- dis-
carding of capital assets. rLnaal
If the depreciable assets_of a taxpayer consist of more than
one item and depreclatlon,‘whether in. respect’ ofs jtems -or
groups of items, is based upon’theé' 'average hves of such assets
losses claimed on the normal retuement of such ‘assets re not
allowable inasmuch as the use of an average rate’ contem-
plates a normal retirement of assets both before and after
thé average life has been reached and there is, therefors: ' no
possibility of ascertaining any actual loss under such circum-
stances until all assets contained in the group have been re-
tived. In ofder-to account properly for such-retirement+the
entire cost or other basis of assets retired, adjusted for salvage;
will be charged to the depreciation reserve account, which
will enable- the full cost or other .basis of the property to be
recovered. ,
- In cases m Whlch deprecmble property is dlsposed of due to
causes other than exhaustion, wear and tear, and normal
bbsolescence, such as casualty, obsole§cence otherr than “nor-

‘‘‘‘‘

articles 113 (a) (14)—1 113 (b)—l"‘and 113 (b)-—2) and ‘its
salvage value and/or:amdunt ‘realizéd upon its -disposition
may be allowed subject to the limitations provided in the-Act
upon deductions for losses, but only if it is -clearly; evident
that such" dxspos1tion was not contemplated in the rate of
depreciation. ,
- In the case of class1ﬁed accounts 1f it is the consxstent
practice of the taxpayer to base the rate of depreciation on
the expected life of ‘the longest lived asset contained in the
account, or in the case of single item accounts if the rate
of depreciation is'based on the maxiinum expected lifé of the
asset, a deductipn for the basis of the asset (adjusted as
provided in sectlon 113 () and art1cles 113 “(a) (14)—1
113 (b)-1, and 113 (b)-2) less its salyage value. is allotable
upon its retxrement (See ,artlcles 23 (D=1 to 23.(13-10.)
Arr. 23 (e)—4. Shiinkage in value of stocks—~A Derson pos-
sessing stock of a corporatlon can not deduct from gross in-
come any amount clalmed as a loss merely on account of
shrinkage in value of such stock through fluctuation of the
market or otherwise. ‘The loss allowable in such cases is
that actually suffered when the stock is dlsposed ‘of. If stock
of a corpora.tlon becomes worthless, its cost or ,oLher ‘basis
as determined and adJusted under sectmn 113 is deduchbleby
the owner for the taxable year, in which the stock became
worthless, provided a satlsfactory showmg is. made of its
worthlessness. ~ Federal or State authorities incident to the
regulatxon of banks and certam other corporatlons may re-
quire that stock be charged off as worthless of, written down
to a nominal value. If, in any such case, the bas1s of the
requirement is the worthlessness of the’ stock sich charging
off or writing down will, for income tax purposes, be con-
sidered prima facie evidence of worthlessness, but if the
charging off or writing down is due to market ﬁuctuatlons, or
if no reasonable attempt has been made to detemnne worth-
lessness, no deduction. for 1 mcome tax purposes of the amount
so charged off or written down can be allowed. For dealers
in securities, see article 22. (¢)-5. " For hmltatmns on deduc-
tions for losses-from sales or exchanges, of capifal assets gen-
erally, including stocks ‘and bonds, see sectmn 117, .
ART. 23 (e)-5. Losses of farmers —Losses mcurred m the
operation of farms.as business enterprises are. deductible
from, gross income. If farm products are held for favor-
able markets, no deduction on account of shrinkage in We1ght
or physical value or by reason of deterioration.in-: storage
shall be allowed, except as such shrinkage may be reﬁected
in an inventory if used to determine profits. .The total loss
by frost, storm, flood,-or fire of a, prospectlve crop is not. a
deductible loss in computing net income. A farmer en-
gaged in raising and selling stock, such as cattle, sheep,
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hoxses, etc., is nof. entitled tq. claim as a loss the value of
animals. that perish -from. among those animals that were
raised on the farm, except as such loss is reflected in an in-
ventory if used. If live stock has been purchased after Feb-
ruary 28, 1913, for any purpose, and ‘afterwards dies from
disease, expdsure, or injury, or is killed by. order of the au-
thorities of a Stte or the United States, the actual purchaso
price of such live stock, less any depreciatlon allowable as'a
deduction in respect of such perished live stock, mdy be de-
duct®d 'as a 10ss if ‘the Joss is not compensated for by ‘irsur-
ance .or otherwise. The actual cost of other property (with
proper adjustment for depreciation) which is destroyed by
ordet of, the authorities of & State or of the ‘Unlted States,
may in like manner be claimed ds a loss. If reimbursement
is made by a State or the United States in whole or.in part
on account of stock killed or other property destroyed In
respect, of which 5 Joss Was claimed for a prior year, the
amount received shall be reported as income for the yest
in’ which reimbursement is made. 'Thé cost of any feed,
pasturage or 'ciire’ which has been deducted as an expenge
of operation sfiall' ot be included as part of the cost of the
stock for the purposé of ascertainiry the amotnt of & de-
ductlble loSs If gross income'is siscertained by inventdries,
no" deductlon can be made for' Yvestock or products lost
durmg the yea&} whether purchssed for resale’ or produced
bh the' fanh, as’such losses will be refiected in the inventory
by reducmg the amount of live stock or products on hand
at the close of ‘the year. If an individual éwns and opérates
a farm, in addition to being engaged in dnothet trade, 'busi-
ness, or calling, ‘and sistains a loss from Such operation of
the farm, theri the amount of loss sustained may be deducted
from’ grdss income received from all sources, provided the
farm 1s:do£ opez‘ated for-recreation or pleasute. Asto losses
claimed‘as deductions for estate tax purposes, see article 23
(e)—l See also artxcles 22 (a)-1, 23 (a)—ll and 23 (1)~10.

[Smc 23. Deductzons from Gross Income.]

[In computing net income there shall be allowed ng deducﬁlons ]

(f) Losses by corporations—In the case of & corporation, 105369
sustdined durlng the taxable year and not compensated for' by
insurance or otherwise. : ;

"ART. 23 (f)—l ‘Losses by corporations.—Losses sustained by
domestic-corporations during the taxable year and not com-
pensated for by insurance or otherwise are deductible except
in so far as not prolnbited or limited by sections 23 (&),
24 (a) '{6),'112, 117, 118, and 251. - The provislons of articles
23 (e)-1; 23 (e)-2 23 (e)-3, 23 (e)-4, 23 (¢)-5, and 23 (h)~1
are in general applicable to corporations as well as individuals.
See’ sectmn 232 as to' deductions by foreign corporations.

[Sr:c 23 Deductions from Gross Income.]

[In. computlng net income there shall be allowed as deductions:]
" (g) Wagering losses~~Losses from wageéring transactions shall bo
allowed only to the extént of the gains from such transactions. -

(h) . Basis. for determining loss—The basis for determining tho
amount of deduction;for losses sustained, to be allowed under gub-
section () or (f), shall be the adjusted basis provided in sectlon
113 (b) for determlnlng the loss from the sale or other disposition

of property.

‘AR, 23 (h)—1. Basis for determining loss.—The basis for
determining the amount of the deduction for losses is the
same as-is prov1ded in sectionn 113 for determining the loss
from the“sale or other disposition of property, Proper ad-
justment must be ‘madé in-each case for any expendiftive,
réceipt, Ioss, or other item properly chargeable to capital
account, and for depreciation, obsolescence, amortization, or
depletlon (See section 113 (b).) - .

[SEc. 23\ Deductions from Gross Income.] |

[In computing net income there shall be allowed a8 deductions:]

i), Loss on wash sales of stock or securities—YFor ditallowance of
loss deduction in the case of sales of stock or- securities where
within thirty days béfore or after the ddte of the sale the taxpayer
has acquired substantially- identical property, see section 118. .

() Capital losses—~—Losses from sales or exchanges of capltal
asse%sd)shan be allowed only to the extent provlded in section
117 O

(k) :Bad debis—Debts ascertamed to be worthleds and charged
off within the taxable year (or, in the discretion of the Commis-
sloner, a reasonable addition to a reserve for bad debts); and when
satisfied ‘that a debt Is recoverable only in part, the Cotmissioner
may allow 'such debt, in an amount not in ektess of tho part
charged off within the taxable year, as a deduction.
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-Art. 23 (k)-1.:Bad debts—-Bad debts may be treated in
elther ‘of two ways— .

(1) -By a deduction from mcome in respect of debts ascer-
ta.med to be worthless in whole or in part, or

" (2) By a-deduction from income of an addition to a reserve
for bad debts. - -

- - Taxpayers were given-an option for 1921 to select either of
the methods mentioned for treating such debts. (See article
151 Regulations 62.)- The method used in the return for
1921 must:be used in returns for Subsequent years and in
returns under the Revenue Act of 1936 unless permission is
grantéd-by the-Commissioner to change to the other method.
A taxpayer filing a first refurn of income may seléct either
of the two methods subject to approval by the Commissioner
upon examination of the return. If the method selected is
approved, it must be followed in returns for subsequent years,
except-as permission may be granted by the Commissioner to
change .to .another method. Application for permission to
change the method of treating bad debts shall be made at
least 30 days prior to-the close of the taxable year for which
the change is o be effective. (See also article 23 (k)--5.)

If all the surrounding .and attending circumstances indi-
cate that a debt is. worthless, either wholly or in part, the
amount-whith. is ‘worthless and charged off or written dowm
to 2 riominal amount on the books of the taxpayer shall be
allowed as a deduttion in computing net income. There
should accompany the return a statement showing the pro-
priety of any.deduction claimed for bad debts. No deduc-
tion shall be allowed for the part of a debt ascertained to be
worthless and charged off prior to January 1, 1921, unless
and until the debt is ascertained to be totally worthless and
is-finally charged off ‘or is written down to a nominal amount,
or the loss is determined in some other manmner by a closed
and completed transaction. Before a taxpayer may charge
off-and deduct & debt in part, he must ascertain and be able
to demonstrate, with & reasonable degree of certainty, the
amount thereof which is uncollectible. Any amount subse-
quently received-on account of a had debt or on account of
a part of such debt previously charged off and allowed as a
deduction for income tax purposes, must be included in gross
income for the taxable year in which received. In deter-
mining whether a debt is worthless in whole or in part the
Commissioner will consider all pertinent evidence, including
the value of - the collateral, if any, securing the debt and the
finanecial cordition of the debtor. Partial deductions will be
allowed with respect to specific debts only.

-Where the surrounding circumstances indicate that a debt
is worthless and uncollectible and that legal action fo en-
force payment would in all probability not result in the
satisfaction of execution on a judgment, a showing of these
facts will be sufficient evidence of the worthlessness of the
debt for the purpose of deduction.- Bankruptey is generally
an indication of the worthlessness of at least a part of an un-
secured and unpreferred debt. Actual determination of
worthlessness in bankruptcy cases is sometimes possible be-
fore and at other times only when a settlement in bank-
rupicy shall have been had. VWhere a taxpayer ascertained
a debt to be worthless and charged it off in one year, the
mere fact that bankruptey proceedings instituted against
the debfor are terminated .in a later year, confirming the
conclusion that the debt is worthiess, will not authorize shift-
ing the deductions to such later year, If a taxpayer com-
putes’ his income upon the basis of valuing his notes or
accounts receivable at their fair market value when received,
which may Dbe Iess than their face value, $he amount deduct-
ible for bad ‘debts.in any case is limited to such original
valuation.

.“Where banks -or other corporations which are subject to
supervision by Federal authorities (or by State authorities
maintaining substantially equivalent standards) in obedience
to thé specific orders of such supervisory officers charge off
debis . in whole or in part, such debts shall be conclusively
presumed, for income tax purposes, to be worthless or recov-
erable only in part, as the case may be, but in order that
any amount of the charge-off may be allowed as a deduction
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for any taxable year it must be shown that the charge-off
took place within such taxable year.

Anr, 23 (K)-2. Ezamples of bad debis—Worthless debfs
arising from unpald wages, salarles, rents, and similar items
of taxable income will not bz allowed as a deduction unless
the income such items represent has been included in the
return of income for the year for which the deduction as
a bad debt is sought to be made or for a previous year.
‘Only the difference between the amount received in distribu-
tion of the assets of a bankrupt and the amount of the
claim may be deducted as o bad debf. The difference be-
twween the amount recelved by a creditor of a decedent in
distribution of the ascsets of the decedent’s ‘estate and fhe
amount of his claim may be considered a worthless debf. A
purchaser of accounts receivable which can not be collected
and are conscquently charged off the boocks as bad debfs
is entitled to deduct them, the amount of deduction fo be
based upon the price he paid for them and not upon their
face value.

ART. 23 (K)-3. Uncollectible deficiency upon sale of mort-
gaged or pledged property—If mortgaged or pledzed prop-
erty is lawfully cold (whether to the creditor or another
purchaser) for less than the amount of the debf, and fhs
mortgagee or pledsece ascertains that the portion of fhe in-
debtedness remaining unsatisfled after such sale is wholly
or partially uncollectible, and charges it off, he may deduct
such amount (to the extent thaf it constitutes capital or
represents an item the income from which has been returned
by him) as a bad debt for the taxable year in which it is
ascertained to he wholly or partially worthless and charged
off. In addition, if the creditor buys in the morizaged or
pledeed property, loss or gain is realized measured by the
difference hetween the amount of those obligations of the
debtor which are applied to the purchase or bid price of the
property (to the extent that such obligations constifute
capital or represent an item the income from which has
heen returned by him) and the fair market value of the
property. ‘The fair market value of the property shall be
presumed to b2 the amount for which it is bid in by the
taxpayer in the absence of clear and convincing proof to
the contrary. IXf the creditor subsequently sells the prop-
erty so acquired, the basls for determining gain or less is
the fair market value of the proparty at the dafe of
acquisition.

Accrued interest may be included as part of the deduction
only if it has previously been returned as income,

ART. 23 (I2)-4. Worthless bonds and similar obligations—
Bonds, {f ascertained to bz worthless, may ha freated as bad
debts to the amount actually paid for them. Bonds of an
fnsolvent corporation secured only by a mortgage from which
on foreclosure nothing is realized for the hondholders are
resarded as ascertained to be worthless not later than the
year of the foreclosure sale, and no deduction for a bag debt
is allowable in computing a bondholder’s income for a sub-
sequent year.

A taxpayer (other than a dealer in securifies) possessing
debts evidenced by bonds or other similar cbligations can not
deduct from gross income any amount merely on account: of
market fluctuation. If a taxpayer ascertains, however, that
due, for instance, to the financial condition of the debtor, or
conditions other than market fluctuation, he will recaver
upon maturity none or only a part of the debt evidenced by
the bonds or other similar oblizations and so demonstrates
to the satisfaction of the Commissioner, he may deduct in
computing net income the uncollectible part of the debt en—
denced by the bonds or other similar oblizations.

Art. 23 (k)-5. Reserve for bad debis—Taxpayers who
have established the recerve method of treating had debis
and maintained proper reserve accounts for bad debts, or
who, in accordance with article 23 (k)-1 adopt the ressrve
method of treating bad debts, may deduct from gross income
8 reasonable addition to a reserve for bad debts in leu of a
deduction for specific bad debt items.

What constitutes o reasonable addition fo a reserve for bad
debts must be determined in the lizht of the facts, and will
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vary..as-hetween classes of -husiness and with. conditions of
business prosperity. It,will;depg;p‘d‘.p;;imarjly.,upon--thg total
amount -of .debts-outstanding’ as: of-the close. of:the taxable
Jear, those arising currently:-as well as-those arising: in prior
taxable years, and thetotal amount of the existing: reserve.
-In. case sybsequent realizations upon outstanding debts proye
o be more or less than:estimated at the time, of-the-creation
of the existing reserve; the-amountof the excess gor inade~
quacy-in the existing reserye should be reflected in the deter-
mingtion of the reasonable-addition necessary in.the taxable
year; A tazpayer using the reserye ‘method should make.a
statement in:his return showing the yolume-of his charge
sales .(or other business: tramsactions)-for -theryean and the
percentage of the reserye to.such:amount;the total.amount of
notes and hccountsireceivable: at-the beginning and. close of
thetaxgble yeat, and.the'amountr.of the -debts, which; have
‘been ascertained. to,be -wholly or: partially worthless and
cherged-against the reserve actount during thé:taxable year.

ISEC. 23. Deductions from Gross, Income.] R
= [Ihcomputing Hiet income ‘thére shall-be dllowed-as deductiotis:]

(1). Depreciation—~~A reasonable-allowance for. thé- exhatstion,
‘wear, and -tear of, property used in, the; trade -or business, including
&, Tegsonable allowance for obsolescence. _In the”cise of property
Héld ' B one person’ for life’with retainder to another persdn, the
detluction slinll.be computed ag if: the:1ife tenant were the absolute
owner, of (the property and shallibe allowed to, the life tenant.In
’ﬂl'}t;‘ case. of property held in trust-the allowable deduction shall he

apportioned between thé income *beneficlariés -and the trustee “in

siccordance with the pertinent provisions:of the instrurient cresting
‘the trust, or, in:the absence of such;provisions, on the basis.of the
Arugt Ancome allocable.to each. .0 .o .., oo - g

Lo awel 23  (1)<1.uDepFeciativit<-A reasonable dllowsnce for
‘the exhaiistion, wedi and' tear,’and obsolescencs” of property
uded in'the trddé or biisiness may Be dedicted from gross in-
¥oine’ For' colivenience sfich’ artallowance will: usually. be
réfefred'to as deprediation, excluding from: the term any idea
of '8 'mere reduttion in‘rharket valué not resulting from ex-
hdustion, - wehir:'afnd “tear, or obsoleScence. -The proper al-
lowance for' such "dépreciation of “any" properfy 'used :ir: the

tradé‘or busitiess is"that arnount Which ‘should’be-set:uside

fdr the ‘taxable yéar'ih- actordande.-with s Téasonably con-
sistent”plan " (ot necessarily . af- a: uniform taté), whereby
the'dggrégate of 'the'amounts so.set_aside, plus-the salvage
value] will, @b the end of thé useful lifé (of the property in
the“business, equal'th¥' cost-or otheér 'Basis of ‘the property
determined in accordance with section 113. Due régard must
also' be. given -to' expenditures. for .current upkeep. : In the
case of property. held by one person’for life with' remainder
to another ‘persony’ the deduction for depreciation. shall:be
computed’as if thelife tenant were:the dbsolute owner of the
property 'so ‘that: he will be entitled to the-deduction during
1its life).and-thereafter the’ dediction;-if any;cwill be allowed
1o therémaindérman..oIn. th¥ case of property held.in trust,
the alldwable’ deduction 'is to' be ‘apportioned between the
incorme ibeneficiaries “andthe: trmisteetrin ‘aceordance with
thé pertinerit:provisionsof the will, déed, or other instrument
creating the trust, or, in the absence of such provisions;-on
thé.basis-of: the trust intome: which-is‘allocable to the trustes
and:the benéficiaries, Tespectively.. For example; if the trust
Instrument :proyidesithat. the income: of: the trust: computed
twithout: regard +tot:depreciation shalll be distributed. to. 2
named’ beneficlary; isuchrbéneficiaty - will',be >entitled: to the
depreclation allfowaite.to theiexclusion of thelirustes;awhile
if! the rinstrument pibvides that the trustee. in:determining
the distributable income shall first'make dile allowance for
keeping the:trust corpis: intact by retaining: 3 'reasonable
anmount of the ewrrent inéome for that purpose. the aliowable
deduction will'bergrfdnted in full fo-the trusteeust =0 i

0riART, 93" (1)=g: Dépreciable property—Thenecessity ¥or a
defiteciation allowance arises from the fact that'certain prop-
erty used in the busitiéss-gradually approaches 4! bbint where
its'usefulneéss is'‘exhaustéd.' The allofvance should be confined
to property of this nature. I the'éasd of fangible property,
it applies'to that which Is subject to“weas and tedt o decay
or decline from natural-causes, £ exhaustion; ‘anhd: té"oBsQIes-‘
cefice due to the-nortial progréss 6f the'ait, 4§ where machin-
¢ty or other broperty must be reblaced by a new'inveéntion, or
due to the inadequacy of the property to the growing needs
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of the business.. It dges not apply to inventories or tu stoclz in
trade, or to land apart from the improvements or physical
development added to it.. It-does not apply ta bodiey of min-
erals which through, the process of remoyal suffer depletion,
other. provisions for this being made in the Act. (See sec-
tions 23 (m) and 114.) Property kept in repair may; naver=
theless, be the spbject of a depreciation allowance. (See arti-
cle 23 (a)4.) The deduction of an allowance for «deprecias
tion s limited to property, used in the taxpayer’s trade or
business.. No such allowance;may be madsg in respect of auto-
mobiles; or, ofher vehicles used,solely. for pleasure, a, building
used by, the taxpayer solely as his residence, or in respeot of
furnifure,or furnishings therein, personal effects, or clothing;
but, properties -and costumes used exclusively:in. s business,
such as a theatrical business, may be the subjeet of o deprect-
ationallowanea. ., . . .o,
~+ART,,23(1)-3.: Depreciation. of intengible property—Intans
gibles;-the use of which in the trade or business is.dofinitely
limited in duration, may-~he the subject-off a. depreoiation
allowance.;-Examples, are patents and.copyrights;, licenses,
and franchises. Intangibles, the use of whichiin, the husiness
or;trade,is not, so limited, will not usually be a. proger subject
ofisuch-an allowance; If, however, an intangible asset ace
quired - through capital outlay ig known from experience to be
of value in-the- business,for only a limited .period; the length
of .which,can be estimated_from experience with reasdns
able certainty, such-intangible asset may: be the subjectiof a
depreciation allowance, provided the facts are fully shown in
the returp or prior thereto.to the satisfaction of the Gommis»
sioner. , Wo-deduction for depreciation, including obsolescence,
is-allowable in respect-of good will, TR
. v ART123 1) —4. -Odpital ssuntiirecoverable ~through  'depro-
.ciation; allowances—The capital sum:to ‘be replaced' by
depréciation “allowances is.the cost. or otler basls of ‘the
property-in respect of whicli the allowdnice is méde.  (See
sections 113 (a)-and 174.) '«'To -this amount should beé added
from -time-to time the ‘cost:of improvemerts, additions, and
betterments;.and from it should' be deductéd from  time
to tithe'théamount of any defihite loss or damnge susthitied
by the property.through casuglty,.as distingtished from' the
gradual exhaustion of its utility which is the basls' of the
depreciation ‘allowance. (Ses"section ‘113" (b)) In the
case of the acquisitic -on or after Maich 1) 1913; of &' coms
bination ‘:of * déprecidble and nondeprediable’ property fot
a lump price, 'as;for éxample, buildihgs 'and 1and, the capls
tal sum to be replaced is lilnited' to atl amount which bets
the same'proportion to‘thelump' price us the value of the
depretiablé-propertyat thé time 'of aedirlsition bears to thé
valué of 'the: entife property at thab time. IF the lesséo of
real  property- erects ‘buildings, ‘or mdkes permdtient fm-
‘fovements which ‘become part of the realty and income
has'béeil returnéd by the-lessor as a résult thereof, us pro-
vided in-pdragraphs (6)'and () of article 22 (a)—13, the
capital stim to be réplaced by-depreciation allowances Is'Held
to” be' thé{same’ as though-no -such bulldings had bben
erécted or Such-imiprovements made. In the'chse of 'property
Which‘has beén the subject-of deductiofls for' amort{zation
under sections414'(a) (9) ‘and 234 ()" (8) of the' Reéveruo
Acts of 1918 and 1921 depréciatior deductions will b dor-
puted after the ‘close of'the amortization period tipori thd
cost’ of ‘other basis of such property after ‘the amottization
allowance has been déducted,' No' depreclittion’ Heduotion
will- be 'allowed in thé’ case-'of préperty whieh Hhs Heeh
afnortized' to its scrap vdlud dnd is fio londer fh use, '

- ART 23 (1) 5. Methg}i'qf computing depreclation &llow-

PERN}

arice~2Thé bapital suth 't6 ‘be recovered shall be ‘charfred bft
over the useful life of the property, either in equal hinnual
installments' or''in- accordance "with ‘any ‘other i‘ebbg’?ﬂ'aed
trade practice, such as an apportionment of the dfipital sitm
over‘uhifs'of production: ‘Whatever 'pldn or'methéd of ap-
portfonment is adopted must be'reasonable and must 'havs
due-régard t¢ opérating conditions during the t¥xable period.
The*Teasonableriess of“any claim’ for depreciation” shall 'be
determined updd the cdnditions knbwn to exlst at thd end of
the péifod for which theéturn is madé!™ If the ¢ést 8y other
basis of the property has been recovered through deprecin-
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tion or other gllowances no further deduction for deprecla-
tion shall be allowed. The deduction for depreciation in re-
spect of ahy depreciable property for any taxable year shall
be .limited to such: ratable amount as may reasonably be
considered necessary to recover during the remaining useful
life of the property the unrecovered cost or other basis. The
burden of. proof will rest upon-the taxpayer to sustain the
deduction claimed. -Therefore, taxpayers must furnish full
and complete information with respect to the cost or other
basis of the assets in respect of which depreciation is claimed,
their age, condition, and remaining useful life, the portion
of-their cost or other basis which has been recovered through
depreciation allowances for. prior taxable years, and such
other information as the Commissioner may require in sub-
stantiation of the deduction claimed.

A taxpayer is not. permitted under the law to take advan-
tage in later years of his prior failure to take any deprecia-
tion allowance or of-his action in taking an allowance plainly
inadequate-under the known facts in prior years. This para-
graph may- be illustrated by the following example:

Ezample—An asset was purchased January 1, 1931, at a
cost of $10,000. The useful life of the asset is 10 years, It
has no-salvage value. Depreciation was deducted and al-
Iowed for 1931 to 1935 as folIOWS' :
1931
1932-

1933

1934 _.
1935._ .

$1,000.00

2,000.00
2,000.00

5,000.00

The correét -amended reserve as of December 31, 1935, is
combuted as follows: - -

Total amount allowed

December 31— . "
©* 193% LA $1,000.00
“1932> R : 1,000.00
.1938 - .- 2,000. 00
1934__. 2,000.00
1935__ 666. 67
Reserve December 31, 1935 8, 660. 67

Depreclatmn for 1936 and subsequent taxable years is
$666.617, computedasfollows.

Cost $10, 000.00
Reserve as of December 3L 1935. 6, 666. 67
- Un.recovered cost 3,333.33
Depreciation allowable for 1936 and each subs equent

tazable year (63 percent of $10,000) oo 6€0.67

ArT. 23 (1)-6. Obsolescence.—With respect to physical prop-
erty the whole or any portion of which is clearly showvn by
the taxpayer as:being affected by economic conditions that
will Tésult in its being-abandoned at o future date prior to the
end of ifs normal useful life, so that depreciation deductions
alore are insufficient to return the cost or other basis at the
end’of its economic term of “usefulness, & reasonable deduc-
tion for obsolescence, in addition to depreciation, may be
allowed in accordance with the facts obtaining with respect
to:each item of property concerning which a claim for obso-
lescence is made. No.deduction for obsolescence will be per-
mitted merely because, in the opinion of a taxpayer, the
property may become obsolete at some Iater date. This
allowance will be confined to such portion of the property on
which gbsolescence is. definitely ‘shown to be sustained and
cannot be held applicable to an entire property unless all
portions thereof are affected by the conditlons to which obso-
lescence is found ta be due.

“‘ArT. 23 (D-T. Depreciation -of patent or copyright—In
computing a depréciation allowance in the case of a patent
or copyright, the capital sum to be replaced is the cost or
other - basis of the- patent or copyricht. 'The nllowance
should” bé"computed by’an apportionment of the cost or
other basis of -the ‘patent or copyright over the life of the
patentzorcopyright since-jts grant, or Since its acquisition
by the taxpayer, or-in the ¢ase of a copyright, since March
1, 1913, as the:case'may be.  If the patent or copyright was
acquired from the Govemment its cost consists of the vari-
ous-Govefnment- fées, cost of drawings, experimental models,
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attorneys’ fees, development or expsrimental expenses, ete.,
actually paid. Depreciation of a copyright can ke taken on
the basis of the fair market value as of March 1, 1913, only
when afiirmative and satisfactory evidence of such valuz is
offered. Such evidence should whenever practicable be sub~
mitted with the return. If the patent becomes gbsolefe prior
to its expiration, such proportion of the amsunt on which
its depreciation may be based as the numhber of years of ifs
remaining life hears to the whole number of years infer-
vening between the basic date and the <ate when it legally
expires may be deducted, if permission so to do is specifically
secured from the Commissioner. Owing fo the difficulfy of
allgcating to o particular year the obsolescence of 4 patent,
such permission will be granted only if affirmative and satis-
factory evidence that the patent became obsolefe in the
year for which the return is made is submitted to the Com-
missioner. 'The fact that depreciation has not been taken
in prior years docs not entitle the tazpayer to deduct in
any taxable year a greater amount for depreciation than
would otherwise bz allowable.

Anr. 23 (1)-8. Depreciation of drawings end madels—If a
taxzpayer has incwrred expenditures in his huosiness fof
designs, drawings, patterns, models, or work of an experi-.
mental nature calculated to result in improvement of. his.
facllities or his product, and if the period of usefulness of any
such asset may be estimated from experience with reason-
able accuracy, it may be the subject of depreciafion allovr=
ances spread over such estimated period of usefulness. “The
facts must be fully shovm in the return qr prior therefo ta the
satisfaction of the Commisszioner. Except for such deprecia-
tion allowances no deduction shall be made by the taxpayer
against any sum so set up as an asset except on the sale or
other disposition of such asset at a loss or on proof of a fotal
loss thereof.

Ant. 23 (-9, Records of deprecieble property—In order
that the verification of depreclation alowances ‘claimed by
the taxpayer may be facilitated, depreciation shall be recorded
on the taxpayer’s books, the amount measuring a reasonable
allowance for depreciation either being deducted directly from
the book value of the assets or preferably being credited fo a
depreciation reserve account, which should be reflected in the
annual balance sheet. For the same reason the allowances
shall be computed and recorded with express reference ta
specific items, units, or groups of property, each item or unit.
being considered separately or specifically included in a group
with others to which the same factors apply. Also, the tax-
payer's books shall show the basis of the depreciable property
and any adjustments therzto, and, in cases where the basis
of the property is other than cest, or value on March 1, 1913,
or vaiue at date of acquisition (as, for example, if the property
was acquired by gift or transfer in trust after December 33,
1920, or through a reorganization or a tax-free exchange
(see particularly section 113 (a)),.the books shall show thz
data used in ascertaining such basis and the adjustments
thereto. If a taxpayer does not desire to have his regular
books of account show all of the faclors entering info the
computation of depreciation allowances, such facfors shall
be recorded in permanent auxilfary records which shalt e
kept with and reconciled with the regular books of account.

Anr. 23 (1)-10. Depreciation in the case of farmers—A
reasonable allowance for depreciation may be -claimed on
farm bulldings (other than a dwelling . oceupied - by the
ovmer), farm machinery, and other physical property. A
reasonable allowance for depreciation may also be claimed
on live stock acquired for work, breeding, or dairy purs
poces, unless they cre included in an-inventory used to de-
termine profits in accordance with article 22 (2)-7.: Suéh
depreciation should be based on the cost or other basis and:
the estimated life of the live stock. If such live stock be in=-
cluded in an inventory no depreciation thereof will be zl=
lowed, as the corresponding reduction in their value wilt be
reflected in the inventory. (See also artieles 23 ‘€a)<11 and:
23 (e)-5.) . T D

{See. 23. Deditotions from Gross Imcome.] 7 ST

- {In computins net ifcom? there shall be alldwed 253 dedncﬁons'L

(m) Dopletion—~In the cooo of mines, oll and gas wells; other-
natural deposlts, and timber, o reasonable allowance for depletion
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and for depreclatlpn of improvements, according to the peculiar
conditions In each’case; such reasonable allowance in all cases to
be mdde under rules and regulations to be prescribed by the Com-
missioner, with the dpproval of the Secretary. In any caseinwhich
it is ascertained as a-result of pperations or,of development work
tHat ‘the recoverable units are ‘greater or less than the prior esti-
mate thereof, then such prior estimate (but not the basis' for
depletion) shall be revised:and the allowance under this subsection
for subsequent taxable years shall be based upon such revised esti~
mate. In the case,of leases the. deductions shall be equitably
appottioned bet‘Ween the' lessor and lessee. In' the case of prop-
erty held by one person for life with:remalnder to another per—
son, the deduction shall be ‘computéd as if the life. tenant were
the absolute owner of the property and shall be allowed to the
life ‘tenant. In the case of property held in trust the allowsable’
deéduction shall he apportioned between the dncome beneficiaries
and the trustee in accordance with the pertinent provisions. of the
lnstrument creating the -trust, or, in the absence. of such provi-
sions, on the basls of the. trust income allocable to each. (For
percentage depletion’ allowable under 'thls subsectlon, ‘see section
114 (b), (3) and.(4).) : C

(n) Basis for. deprectation and- depletzon-—-'rhe basls upon which
clepletion, exhaustion, .wear and tfear, and obsolescence are to be,
allcﬁved 11112 respect of any property shall be as provlded in
section114. TARN

ART, 23 (m)-1, Depletion of mmes, ozZ and gas wells other
natiral deposzis and tzmber, depreczatzon .of ; zmprove-
mehts —Section 2 23 (m) provides that there shall be allowed.
as ;a deduction m cOmput nef; mcome in the case, of
mines, oil and gas Wells other natural deposits, and timber,‘
8, Treasonable allowance for depletion and for’ depreciation of
nuprovements Section 114 prescribes ‘the -bases upon which
depremation and depletmn are to be’ allowed. .

nder these provisions of the- !ict ;the owner “of an mterest
inmiheral deposits, fnineral properties, or, timber, whether
frethold o1 leasehold s allpwed ‘annual’ deplehon and de-,
preclb.tion deductibns :vhich in the aggregate,, Wlll return

him the cost' uzther; basis of such [property, as provided.
ih Séctibn ‘113, plus, in~either case, subsequent allowable
capital additions (see; articles.23. [(m)-15-and .23 . (m)—16)
With the following exceptions a.nd qualifications: . o

(1)" In the cdse of coal mines, metal mines, salphur’ mmes
ok deposits, and 011 .and gas wells the aggregate annual
alldvisible deducfions may, because .of percentage depletion,
ultixﬂately exceed the, cost or other basis; ., .

t2) 1mi'the cf
mines of, depos ts the aggregate annual allowable deductions
may never be a§’ great as the cosﬁ 01 other bas1s, ,1f Jan,
électidh of e percentage depletion .method J.S xnade ~n his
first rétdin tndér Title T-of the Act;and., ..~

(3) In' fhe case of mines other than metal, \coal or sul-.
phur mines the aggregate annual allowable’ deductxons may
eXCeed the cost ot oth er, basis because of the, discovery
provision - .

Operating owners, lessors, and -lessees, whether corpora-
tions or individuals, are entitled, to deduct an-allowance for

depletion and depremation, but ashareholder in & mining or |
oil or gas corporation 1s not allowed .such deductions with, |
respecp f;o the property of ‘the corporation. But;see amcle, ‘

;5

The prmciples goyermng the apportionment of depreciation
in the case of property. held by one person for life with re-
mainder to another person and.in the case of ;property held
in, trust are also applicable to depletion (See art1c1e 23
(1)—1) . o Y |

L‘When used in these articles (23 (m)—l t0:23 (m)-28) cov-=
ering depletion:-and depreciation— : - :

(a). The “fair market value™ of a property is tha{; amount
which .would induce . & mllmg seller to sell and a wulmg
buyer to purchase. z.c . ‘: CLouT o
~ (b) A “mineral: property” is the mmeral deposit the de-
vélopment and ‘plant mecessary. for its' ‘extraction, and:so
much of the surface ‘of the:land only'as’is necéssary for
purposes of mineral extraction. The value of alminefal prop-
erty is the combined value of its component parts. *+ + 2
(@) A “mineral’ deposit’ refers to minerals only, such as'
the ores only in the case of -2 mine, to fhe 6il only in' the
case of an oil well, and to the gas only in the case of- & gas
well, and to the oil and gas in the case:of a well vroducing
both ofl and gas. -The costof o mmeralxdeposu: is thdt pro-
portion of the’ tota]ncost of the mineral, property Whlch the

e of coal_ mines,, metal’ mines; and sulphur ‘
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value of- the deposit bears to the value of the properby at the
time of- its purchase.,, 1

(d) “Minerals” include ores of the metals coal, oil, gas,
and such nonmetallic substances as abrasives, asbestos as-~
phaltum, bdrytes, borax, building stone, cement rock, ¢lay,
crushed stone, feldspar, fluorspar, fuller’s earth, graphite,
gravel, ‘gypsum, limestone, magnesite, marl, mica, mineral
:pigments, peat,: potash, precious stones, frefractorles, rock
phosphate,: salt, 'sand, sﬂica, slate, soapstone, soda, sulphur.
and tale. S

(e) “Operating 'proﬁt” is' the riet amount recelved from
the salé of miderals before ‘depletion and: depreciation dre
deducted. It is distihict from net income, ds defined in secs
tion 21, arid from the net income from the property as de-
fined in paragraph (k) of this article: v
--(fy The term “mine” does not include oil and gas \vells.

~ (9) “Gross income from the ‘property” as used in section
114 () (3) and (4 and aftticles 23 (m)-1 to'23 (m)-28,
inclusive, means the amount for whi¢h the taxpayer sells
(a) the crude mineral product of the property o (b) the
produet’ derived therefrom, not to exceed in the ouse of (@)
the representdtive market or-field price ' (4s of ‘the dato of
sale) of crude minetal product of like kind and grade bo-
fore transportation from the immiediate vieinity of the mine
on well, or in the case .of (b) the representative market, or
-field pnce (as of - the-date of -sale). of a product of the kind
and grade- from which the product sold was derived; before
the application of any processes (to which thée erdde mineral
product may have been subjected after emerging from the
mine or well)-with the-exception of those listed below, and
before, transportation -from the ;place where the last of the
processes listed below was applied If there is no such ropro-
sentative market or field price (as of the date of sale), then
.there shall be used in lieu thereof the representative marl
‘or fieldrprice of the first marketable product resulting from
‘any pricess-or- processes minus the costs (including ttdans-
portatron costs) of the-processes not listed below. The broc-
‘esses excepted are as follows: °

(1) In the ease of coal—cleaning, bréaking, slzing, and
loading at the mine for shipment;

(2) In the case of sulphur—pumping to vats, cooling,
. breaking, and loading at the mine for shipment; ‘

(3) - In the case of iron ore and ores which are ous-»
- tomarily sold in the form of the crude mineral product—
sorting or concentrating to bring to shipping grade, and
- Joading at the mine for shipment and

4) In the case of lead, zine, copper, gold, or silver ores
“"and ores which are not customarily 'sold’ 'in thé form of
“the crude mineral product—crushin concentratlng (by
gravity or flotation), and other processes to the extent to'
‘iwhich théy do not benefictate the product th gréater degtee
(in relation to the crude 'mineral produdt on the.one hand
"-and the refined product on the other) thah crushing and
concentratmg (by gravxts* or fidtation).

In the case of oil and gas, if the crude mineral product is
not sold on the property but is manufactured or converted
‘into. a refined product or is transported fram the property
prior to the-sale, then the “gross income from the property”
shall be assumed to be equivalent to the market ot fleld:
price of the;oil or gas before conversion or transpiortation.
-In all cases there shall be excluded :in determining' tle
“gross income from the property” an smountiequal to any
rents or royalties which were paid or incurréd by the taxs
payer in respect of the property and’ are.not otherwise
excluded fom the “gross income from the property.” If
royalties in the form of bonus payments or.agdvanced xoyalties.
(see article 23 -(m)-10) have been paid in respect of the
property in the taxable year or in prior years, the amount
excluded . -from_“gross-income-from the property” for the
taxable year on account, of such payments shall be an amount
equal ‘to. that, part- of . such, payments which. is allocable to
the products sold during the taxable year. .

(h) “Net..income of the taxpayer (computed wlthouh al«
lowance for depletion) from the property”, as used in section
114 (b), ¢2),:(3),.and . (4). and, articles 23 (m)-1 t0.23 (m)~28,

v
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inclusive,- means the “gross income from the property” as
defined in paragraph (g) less the allowable deductions at-
tributable .fo the mineral property upon which the depletion
is claimed -and the allowable deductions attributable to the
processes listed in paragraph (g) in so far as they relate to
the product of such property, including overhead and oper-
ating expenses, development costs properly charged to ex-
pense, dépreciation, taxes, losses sustained, ete., but exclud-
ing any allowance for depletion. Deductions not directly
attributable to particular properties or processes shall hbe
fairly allocated. To illustrate: In cases where the taxpayer
engages.in activities in addition to mineral extraction and to
the processes listed in paragraph (g), deductions for de-
preciation, faxes, general expenses, and overhead, which can
not be .directly attributed to any specific activity, shall be
fairly apportioned between (1) the mineral extraction and
the processes listed in paragraph (g) and (2) the additional
acfivities, taking -into account the ratio which the operating
expenses directly attributable to the mineral extraction and
the processes listed in paragraph (g) bear to the operatine
expenses directly attributable to the additional activities, If
more than one mineral property is involyed, the deductions
apportioned to the mineral extraction and the processes listed
in paragraph (@) shall, in turn, be fairly apportionegd to-the
several properties, taking into account their relative
production. .. - . .

-@) “Crude mmeral product”,. as used in paragraph (g) of
this article, means the product in the -form in which it
émerges from the mine or well.

()" *“The property”, as used in section 114 (b) (2), (3) and
€4) and articles 23 (m)-1 to 23.(m)~19, inclusive, means the
jnterest owned-by the taxpayer, freehold or leasehold, in any
mineral property. ‘The taxpayer’s interest in each separate
mineral property is & separate. “property’; but, where two or
more mirneral properties are included in a single tract or par-

cel of Iand, the taxpayer’s interest in such mineral properties
may be considered to be a single “property" provided such
treatment is consistently followed.

- ART: 23 (m)-2. ~Computation of deplelion of mines, oil and
gas wells, and other natural deposits without reference to dis-
covery value or pereentage depletion~-The basis upon which
depletion,. other than discovery depletion or percentage de-
pletion, :is to be allowed in respect of any property is the
basis provided "in section 113 (a), adjusted as provided in
section 113 (b) for the purpose of defermining the gain upon
the sale or other disposition of such property. (See articles
113(a)-1 to 114-1.). If the amount of the basls as adjusted
applicable .to the mineral deposit has been determined for
the ‘taxable year, the depletion for that year shall be com-
puted by dividing that amount by the number of units of
mineral remaining as of the taxable year, and by multiplying
the depletion:unit, so determined, by the number of units of
mineral sold within the faxable.year. In the selection of a
unit of mineral for depletion, preference shall be given to the
principal or customary unit or units paid for in the products
sold, such as tons-of .ore, barrels of oil, or thousands of cubic
feet. of natural gas.”

As used-in’ this article the phrase, “number of units sold
within the taxable year”, in the case of a taxpayer reporting
income on the cash receipfs and disbursements basis, in-
cludés units -for which payments were received within the
taxable year although produced or sold prior to the taxable
year, and excludes units sold but not paid for in the tax-
able year. The phrase does not include units with respect
to which depletion deductions were allowed or allowable prior
to the taxable year.

“The number of units of mineral remaining as of the tax-
able year” is the number of units of mineral remaining at
the end of the year to be recovered from the property (n-
cluding units recovered but not sold) plus the “number of
units sold within the taxable year” as defined in this article.

In determlmng ‘the amount of the basis as adjusted ap-
plicable to the mineral deposit there shall be excluded -(a)
amounts representmg the cost or value of the land for pur-
poses other than mineral production (b) the amount recov-

_erable ‘through- depreciation-and through deductions other
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than depletion, and (¢) the residual value of other property
at the end of operations, but there shall bz included, in the
case of oil and gas waells, those amounts of capitalized drill-
ing and development costs which, as provided in arficle
23 (m)~16, are recoverable through depletion.

In the case of a natural gas well, where the annual pm—
duction is not metered and is not capable of beinz estimated
with reasonable accuracy, the taxpayer may compute the
depletion allowance (without reference fo percentage de-
pletion) in respect of such property for the taxable year by
multiplying the adjusted basis of the property by a fraction,
the numerator of which is equal to the decline in closed
or rocl: prezsure during the taxable year and the denomi-
nator of which is equal to the expected total decline in closed
or rock pressure from the taxable year fo the economic. limit
of production. Taxzpayers computing depletion by this
method must Leep accurate records of paricdical pressure
determinations,

Anrt. 23 (m)-3. Computetion of depletion of mines (other
than metal, ceal, or sulphur mines) on the basis of discovery
raluc—The basl., upon which depletion is to be computed
in the cace of mines (other than mefal, coal, or sulphur
mines) discovercd by the taxpayer after February 28, 1813,
is the fair morket value of the property at the date of dis=
covery or within 30 days thereafter, if such mines were not
acquired as the result of purchase of a proven tract or Iease,
and if the fair market value of the property is materially
disproportionate to cost. The value must be equitably ap-
portioned between the lessor and the lesse2, For the method
of determining whether a discovery has bezn made, see article
23 (m)~14. For the method of determining the fair marke:
value, see article 23 (m)-17.

TWith respect to any proparty for which discovery value
is the taupayer's basis for depletion, the depletion for any
taxable year shall be computed by (1) adding to the dis-
covery value of the mineral deposit in the properiy any
subscquent allowable capital additions made by the tax-
payer, (2) substracting the aggregate of depletion deductions
with respect to the property which would previously have
been allowable to the taxpayer without the application of
any net income limitation, (3) dividing the remainder by
the number of "units of mineral remaining as of the taxable
year, and (4) multiplyine the depletion unif, thus de-
termined, by the number of units of mineral sold within
the taxable year.

The depletion allowance based on discovery value under
this article shall not exceed 50 percent of the net income
of the taxpayer (computed without allowance for depletion)
from the property upon which the discovery was made, ex-
cept that in no cace shall the depletion bz less than it would
be if computed without reference to discovery value. For
definition of “nct income of the taxpayer (computed without
allowance for depletfon) from the properfy”, see article
23 (m)-1 (h).

This article does not apply to metal mines, coal mines,
sulphur mines or deposits, or to oil or gas wells.

As used in this article the phrase, “number of unifs sold
within the taxable year”, in the case of a taxpayer reporfing
income on the cash receipts and disbursemenis basis, in-
cludes units for which payments were received within the
taxable year although produced and sold prior fo the fax-
able year, and excludes units sold but not paid for in the
taxable year. The phrase does not include units with re-
spect to which depletion deductions were allowed or allow-
able prior to the taxable year.

‘“The number of units of mineral remaining as of the
taxable year” Is the number of units of mineral remaining
at the end of the year to be recovered from the property
(including units recovered but not sold) plus the “number
of units sold within the taxable year” as deﬁned in this
article.

Ant. 23 (m)-4. Computation of depletion based on & per-
centage of income in the case of oil and gas wells—Under
section 114 (b) (3), in the case of oil and gas wells, a tax-
payer may deduct for depletion an amount equal to 2712 per-
cent of the gross income from the property during the taxable
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year; but suth deduction shall not.exceed 50 ,peréent: ofiithe
net incomeé of the faxpayer (compiited without allowance for
dépletion) from:the property.  (For definitions:of Fgross in-
come. from the property”:and’“net -incomecof :the taxpayexr
(computed without "allowance -for: depletion) from. the’ progs
erty”, see article 23:.(m)L1 (@) andu(h).): In no.casé: shall
the: deduction écompirted. under..thisarticle .be less. than it
would .be :if .computed upon the cost .or-.other:basis.of:the
property provided in section 11303 + 3V 700t 40
“TART, 23 {m)-5. Computation of ‘depletioit. bused on' o per=
centage of iticome it tHe- case of ¢oal mines; metdl mines; dnd
sulphur minés or deposits.~~Under: section 114 (b) . (4):rtax-
payer may deduct for depletion atf’amouritequil-to 5 perderit
Of the gross ihcomie Trom the property during.the taxable yéar
iritHe. tase of coal miities, an amount ‘equal t6 i15 percérit of
the gross income fromcthe property during the taxablecyear
in the cdse of metal mines, and-an atountequal 16:23 percent
of the gross income from the property during the" taxable
yearin the case of:sulphur mines or deposits,Jout such deduc-
tion shall hot in any ¢éase exceed 50 percent.of the et income
of the taxpayer (computed.ivithout -allowance for:depletion).
from'the property. (For-definitions:of “gross-income from
the property’. ahd “net income- of -the-taxpayer (computed
without - allowarice . for depletmn) -from. the! property’t,ﬂ see
article 23 (mJ)-1 (). and (7).) - o mnies s -
+Subject to the qualification” speclﬁed'm therlast sentence
ofithis paragraph, a taxpayer mgking:His first Yeturn under
Title I of the ~Act..(for.a tgxable <year béginning .after
December 31,:1935). in: respect - of & property ‘musts stgte -as
té each such property whether he elects'to have the:dé~
pletion allowance: for:each: such property fof thel-taxablée
year computed with or withouf-reference! for percentage
depletion. .For the purpose 'ofthis article the..taxpayér’s
first return under Title T-of the Act in.respect of a property
is the réturn-made under-that title for his first taxablé yeaxr
(beginning after December 31,11935) for which he has any
item of incoine or deduction with xespect to Such property.
An' election once exercised under -Section” 114.i(b) ¢ {4) and |
this article can. not' thereaffer be -.changed by 'the taxpayer;
and-the depletion: allowance in respect:of-each’ sucH .prop-

erty 'will for all'succeeding taxableiyears be: compiitedin |

accordance with the election so made’ ' If the taxpdyer-fails
to.make such staterhent in the retirit in which ‘thevelection
should e so indicated, the depletion’allowance for the year
for which an election must be first exercisedzand:for all |
succeeding taxable years will be ‘computed -without: reference |
toapercentage depletion.. -The method, -determined-undex
section’ 114- () (4) .and this article,; ofr computing :the: de« |
pletion allowance-shall be applied in the case. of the property |
for-gll taxsble yeaxs in which it i5-in the hands of;such
taxpayer, or-ofrany ‘other person. if.the basis. of-the prop=
erty: (for determining -gain) inthis. hands is,under seetion
113,, determined -by. reference: to. thecbasis- in the hands: of.
such taxpayer, either directly or through one or more;sub=z |
stituted, bages, ;as- defined -in ;that section., The ,Tighttof
election specified in-this- paragraph is’ sub;ect to the quahﬁ-
cation: that. sectionr 114 (b), (4)n shall, .for the purpose: of
determining whether the method of ‘computing the depletlon
allowance follows the. property, be. consxdered a- contmuatlon
OXQ ;section 114 (b) (4) of the Revenue Act of 1934,aand as
giving no new,, electlon in cases. Where such sectlon would
i applled give-no.new: election: .., .- -
- ART.: 23 (m)-6.rDetermmatzon of; rcost of deposzts—In.
anyrease.in which a depletion;or deprecla,tmn .deduction is
computed on the basis of the cost or-price .at which any,
mine, mineral deposit, ?mmeral nghtuor Jeaseholdywastac-
quired, theowner: or. lessee will be required to;. show. that: |
the .cost or. price at- which the property. was. bought Was

Whlch.,the property -passed in- fach-as well-as-din form bQ
an owner other than the vendor. No fictitious or inflateq
cost- or -price will -be : permitted. fo.form- the (basis of any
calculation of a.depletion or, deprecxatlon deductlon, and An
determining whether, the price or.-cost at: which: any, pur-
chage:ror sple ,Wasﬁmade represented -4 e actualwmarket»
value of the. property Sold; due. welghp)mu be giveq tq the,
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relationship - or- connection - existing between the person
selling the property. and the buyer thereof,
= ARrT.23 (m)-T7. Determination of fuir market velue oi min-
erdl properties) including -0il and’ gas properties—~-(¢) If the
fair-markef value of the property at a specified ddte is to. be
determined forthe purpose of ascertaining the basis for de~
pletion and-debreciation . deductions,. such value must be de-
termiined, csubject o approval or revisior by the Commis-
sionier; “by the rowner.of the proporty in the. light of the
cohditions.and cirgumstances knawn at that date, regardless
of: later discoveries.or develépments in the property or sube-
sequent :dnprovements in methods of extraction and treat-:
ment’ of the mineral product. - The value $ought should be
that established: assuming a transfer between a willing seller
and a Wwilling:buyer as of that particular-daté. The Com-
missioner-willgive due-weight and consideration to any and
all ‘factors -and évidence ‘having a bearing:onh the market
valie,” such ‘as”'cost; adtual sales and transfers of similax.
propertiés, market; value fof stock or shares, royalties and
rentals; value fixed by the owner for purpodeiof the capital
stock- tax]rvalugtion Tor lodal or State taxatioh, partnership
 accourtings,> ¥écordsof litigation in which the va.lue of 'the
Property ws in qitestion; the smiount at which the property
mé,y have! béén ‘invehtoried i 'probate court, and, in the
gbéénce ofubettern evidence; disinterested appraisals By ape-
proved methods. Valuations by analytic appraisal methods,
suchvas the presentivalue method, are not entitled to great
weight; (1) if theivallie of & mineral deposit can be deter~
.mined upon the basis of cost'or replacemerit valde, (2) if
the krowledge df thie presence of the mineral has nat greatly
enhanced the value. of:the .iinerali propexty, (3). if the re«
moval:obithe mineraliddes not materially reduce the value
ofi:therproperty-from . which it is<taken, or (4). if the'profits
arising from: the exploitation of. the mineral deposit axe
wholly -orvimrgreat part due tg the manufacturing or market«
ing ability of the-taxpayer or to extrinsic causes other than
the.possession of the mineral itself. If the fair market value
must be ascertained as of a.cerfain date;, analytic appraisal
methpds.will not be,used if the fair market value can rea-
sonably be-determined by sny other methody '~ . . . «
' (0)'To -deterrdine the fair market .value of & mineral
property by -the present value method, the essential factors
must: be determined. for each deposit in¢luded in the prop-~
 ertya: Thefactors essential in the'case bf-all mineral deposits
aret(1) ithe total-operating profit, (2) the rate gt which this
!profit: will ‘be obtained, dnd- (3). thé rate. of. interest comx
.mensurate rwithr the risk for. the particulax deposit.: In case
'of oil and: gas properties the additional factdrs dre (A) the.
“total quantity of oiland gassin termns of thes principal or
; customary amit. (or units)- pgaid for in the product marketed,
(B) -thequantity: ofr oil and gas expected to be: recovered
duringr-each: -operating period,: (C) - the average dquality or
grade-of thé; oil and ‘gas reserves, (D) the expscted percenf~
age of rechveryiim: each .process: or' operation necessary fan
the':prepardtion-.of the oiland 'gas for market, (E) the
probable dperating life ;0f the:deposit in years, (3 the unit
. development cost, that is, cost of development exclusive of
depreciation and;depletion, and (G) -the unit operating cost,
that-is, cost- of production, exclusive of depreclation, and
depletion.” In: orderto estimate, the total operating profit
‘for,mines it is necessaryto. determing the quantity, quality,
and recoverable mineral conteni; of ‘the, devealoped, prabable,
and; prospectwe ore reserves-in all cases.  For mines with
+a prior, operating. record, the .* ispread of proﬁt" per unit. of
recoyerable mineral, or, the percentage of net profif to gross
proceeds from mineral production is the other factor re-
-quired in -estimates, of  the: tofal expected profit, For mines
Wlthpno,.prior opéfé,{:ing recor&ﬁt‘h future sales price and
futgre,productmxg cost. per unit, of mmexai myst be estiqmted
in ordex;r 0 determme the “spread of proﬁt" per”uni t of,
‘'recoverable, mineral..", .. .
r(c); It the. depos1t. has ‘been, sufﬂ,cientfy deveggped, ;;he va.fu-
atgon factoxs speclﬁed in; paragraph (1), may hesdetermingd,
from pastv operatmg .experience..Jn -the appllca%iqp oi; fac~,
tors. devived. from: -pagt gxperienpe, tull, @Jl,owa,nce Shoyld be,

‘made,for p;obable futugt Y, anatlons in,the, rate of e;;l}austion,
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quality, or grade of the mineral, percentage of recovery, cost
of development, production, interest rate, and selling price
of the product marketed during the expected operating life
of the mineral deposit. Mineral deposits for which these
factors may -not be determined with reasonable accuracy
from past operating .experience may also, with the approval
of the Commissioner, be valued by the present value method;
but the factors must.be deduced from concurrent evidence,
such as the general type of the deposit, the characteristics
of the district in which it occurs, the habit of the mineral
deposits in the property itself, the intensity of mineralization,
the oil-gas ratio, the rate at. which additional mineral has
been disclosed by exploitation, the stage of the operating life
of the property, and any other eyvidence tending to establish
a reasonable estimate of the reguired factors.

(d) Mineral deposits of different grades, locations, and
probable-dates of extraction in a mineral property should
be valued separately. ‘The mineral content of a deposit
shall be determined in accordance with article 23 (m)-9.
In estimating the average grade of the developed and pro-
spective mineral, account should be taken of probable in-
creases or decreases as indicated by the operating history.
The rate of exhaustion of a mineral deposit should be de-
termined with due regard to the limitations imposed by plant
capacity, by the character of the deposit, by the ability to
market the mineral product, by labor conditions, and by
the operating program in force or reasonably to be expacted
for future operations. The operating life of a mineral de-
posit is that number of years necessary for the exhaustion
of both the developed and prospective mineral content at
the rate determined as above. The operating life of oil and
gas wells is influenced by the natural decline in pressure and
flow, and also by voluntary or enforced curtailment of pro-
duction. The operating cost includes all current expense of
producing, preparing, and marketing the mineral product
sold (due consideration being given to taxes) exclusive of
allowable capital additions as defined in article 23 (m)-15
and 23 (m)-16 and deductions for depreciation and deple-
fion, but including cost of repairs. For definitions of ‘“de-
velopment expenses” and “operating expenses” in the case
of oil and gas wells, see arficle 23 (m)-16. This cost of re-
pairs is not to be confused with the depreciation deduction
by which the cost or value of plant and equipment is re-
turned to the taxpayer free from tax. In general, no esti-
mates of these factors will be approved by the Commissioner
which are not supported by the operating experience of the
property or which are denved from different and arbitrarily
selected periods.

(e)- The number of units of mineral recoverable in mar-
ketable form multiplied by the estimated operating profit per
unit gives the total expected operating profit. The value of
each mineral deposit is, then, the total expected operating
profit from that deposit reduced to a present value as of the
date as of which the valuation is made at the rate of interest
commensurate with the risk for the operating life, and fur-
ther reduced by the value at that date of the depreciable
assets and of the capital additions, if any, necessary to realize
the profits. The degree of risk is generally lowest in cases
where the factors of valuation are fully supported by the oper-
ating record of the mineral property prior to the date as of
which the valuation is made; relatively higher risks attach
to appraisals upon any other basis.

() For the purpose of the equitable apportionment of
depletion between lessor and lessee provided by section
23 (m), when the value of any leased mineral property must
be ascertained as of any specific date for the determination
of the basis for depletion, the values of the equities of lessor
and .lessee may be determined separately, but, when deter-
mined as of the same date, shall together never exceed the
value at that date of the mineral property in fee simple.

" ArT. 23 (m)-8. Revaluation of mineral deposits not al-
lowed.—No revaluation of a property whose value as of any
specific date has been determined and approved will be made
or allowed during the continuance of the ownership under
which the value was so determined and approved, except in
the case of a subsequent discovery of nonmetallic minerals,
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other than coal, sulphur, oil, or gas, as defined in article 23
(m)-~14, or of misrepresentation or fraud or gross error as
to any facts known on the date as of which the valuation
was made. Revaluation on account of misrepresentation or
fraud or such gross error will be made only with the written
approval of the Commissioner. The value should, however,
be corrected when a virtual change of ownership of part of
the property results as the outcome of lifization. The value
should be redistributed—

(a) If a revision of the number of remaining recoverable
units of mineral in the property has bzen made in accord-
ance with section 23 (m) and article 23 (m)-9, and

(b) In case of the cale of a part of the property, batween
the part cold and the part retained.

ART. 23 (m)~9, Dctermination of mineral contents of mines
and of ofl or gas wells—If it is necessary fo estimate or
determine with respect to any property as of any specific
date the total recoverable units (tons, pounds, cunces, bar-
rels, thousands of cubic feet, or other measure) of mineral
products reasonably known, or on good evidence believed, fo
have existed in the ground as of that date, the estimate or
determination must be made according to the method cur-
rent in the industry and in the licht of the most accurate
and reliable information obtainable. In the sclection of a
unit of estimate, prefercnce shall be given to the principal
unit (or units) pald for in the product marketed. The esti-
mate of the recoverable unifs of the mineral preducts in
the property for the purpozes of valuation and deplefion
shall include as to both quantity and erade—

(a) The ores and minerals “in sight”, “blocked out”, “de~
veloped”, or “assured”, in the usual or conventional meaning
of these terms with respect to the type of the deposif, and

(b) “Probable” or “prospective” ores and minerals (in
the corresponding sense), that is, ores and minerals that are
believed to exist on the basls of good evidence although not
actually known to cccur on the basis of existing develop-
ment; but “probable” or “prospective” ores and minerals
may be estimated (1) as to quantity, only in case they are
extensions of Imovm deposits or are new bodies or masses
whose existence is indicated by geolozical or other evidence
to a high degree of probability, and (2) as fo grade, only
as accords with the best indications available as to richness.

If the number of recoverable units of mineral in the prop-
erty have been previously estimated for the prior year or
years, and if there has been no known change in the facts
upon which the prior estimate was based, the numbsr of
recoverable units of mineral in the proparfy as of the end
of the tasable year will be the number remaining from the
prior estimate, but when it is ascertained either by the tax-
payver or the Commissioner as the result of opsrafions or
development work that the recoverable minerzl units are
materially greater or lezs than the prior estimate thereof,
then such prior estimate shall bz revised and the annual
depletion allowance with respect to the property for subse-
quent taxable years will be based upon the revised estimate.
Such revised estimate will not, however, affect the basis
for depletion.

Arnr. 23 (m)-10. Dcpletion—Adjustments of accounis based
on bonus or advanced royaliy—(a) X a lessor receives a
bonus in addition to royalties, there shall be allowed as a
depletion deduction in respect of the bonus an amount
equal to that proportion of the basis for depletion as pro-
vided in section 114 (b) (1) or (2) which the amount of the
bonus bears to the sum of the bonus and the royzliies ex-
pected to be recelved. Such allowance shall be deducted
from the lescor’s basis for depletion, and the remainder is
recoverable through depletion deductions on the basxs of
royaltes thereafter received.

(b) If the owner has leased a mineral propaerfy for a term
of years with o reguirement in the lease that the lessee
shall extract and pay for, annually, a spzcified numbsr of
tons, or other agreed units of measurement, of such min-
eral, or shall pay, annually, a specified sum of money which
shall be applied in payment of the purchase price or royalfy
per unit of such mineral whenever the same shall thereafter
be extracted and removed from the leased premiszs, an
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amount equal to that part of the basis for depletion allocable
to the number of units so paid for in advance of extraction
will constitute an allowable deduction from the gross income
of the year in which such payment or payments shall be
made; but no deduction for deplefion by the lessor shall be
claimed or allowed in any subsequent year on account of the
extraction or removal in such year of any mineral so paid
for in advance and for which deduction has once been made.

(¢) If for any reason any such mineral lease expires or
terminates or is abandoned before the mineral which has
been paid for in advance has been extracted and removed,
the lessor shall adjust his capital account by restoring
thereto the depletion deductions made in prior years on
account of royalties on mineral paid for but not removed,
and g corresponding amount must be returned as income for
the year in which the lease expxres, terminates, or is
abandoned.

(d) In lien of the treatment prowded for in the above
paragraphs the lessor of oil and gas wells may take as &
depletion deduction in respect of any bonus or advanced roy-
alty from the property for the taxable year 271, percent of
the amount thereof; and the lessors of sulphur mines, metal
mines, and coal mines may take as a deplefion deduction in
respect of any bonus or advanced royalty from the property
for the taxable year beginning after December 31, 1935, for

which he first makes return in respect of the property (and-

for subsequent taxable years in case an election to have
depletion computed on a percentage basis has been exercised
in the proper return) 23 percent, 15 percent, and 5 percent,
respectively, of the amount thereof; but the deduction shall
not in any case exceed 50 percent of the net income of the
taxpayer (computed without allowance for deplefion) from
the property.

ARrT, 23 (m)-11. Depletion and depreciation accounts on
books,—Every taxpayer claiming and making a deduction
for depletion and depreciation of mineral property shall
keep accurate accounts in which shall be recorded the cost
or other basis provided by section 113 (a), as the case may
be, of the mineral deposit and of the plant and equipment,
together with subsequent allowable capital additions to each
account and all of the other adjustments required by section
113 (.

If the plan or method of depletmn and depreciation ac-
counting adopted by the taxpayer has once been approved
by the Commissioner, it can not be changed by the taxpayer
without the consent of the Commissioner. These accounts
shall thereafter be credited annually wifh the amounts of
the depletion and depreciation computed in accordance with
articles 23 (m)-2, 23 (m)-3, 23 (m)-4, or 23 (m)-5; or the
amounts of the depletion and depreciation so computed shall
be credited to depletion and depreciation reserve accounts, to
the end that when the sum of the credits for depletion and
depreciation equals the cost or other basis of the property,
plus subsequent allowable capital additions, no further deduc-
tions for depletion and depreciation with respect to the prop-
erty shall be allowed, except such depletion deductions as
may thereafter be allowable under section 114 (b) (2), (3), or
(4) and articles 23 (m)-3, 23 (m)-4, or 23 (m)-5.

Every taxpayer to whom section 114 (b) (2) and article
23 (m)-3 are applicable shall keep similar accounts with
respect to discovery value.

ART. 23 (m)-12. Statement to be attached to return when
valuation, depletion, or depreciation of mineral property is
claimed.—(a) Except as provided in article 23 (m)-13, there
shall be attached to the return of every taxpayer asserting
a value for any mineral property as of a specific date or
claiming a deduction for depletion or depreciation a state-
ment setting forth with respect to each mineral property
(Including oil and gas property) :

(1) The name, description, location, and ' identifying
number, if any, of the property;

(2) Whether taxpayer is a fee owner, lessor, or lessee;

(3) 'The date of acquisition and, if under lease, the exact
terms and date of expiration of the lease;

(4) The cost of the property, stating the amount paid to
each vendor, with his namé and address;
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(5) 'The date as of which the property 1s valued, if s valu-
ation is necessary to establish the basls as provided by sec=-
tion 113 (a);

(6) The value of the property on that date with o state-
ment of the precise method by which it was determined;

(7) An allocation of the cost or value as between the min«
eral deposit and other assets such as plant, equipment, or
the surface of the land for purposes other than mineral
production;

(8) The estimated number of units of each kind of min-
eral at the end of the taxable year, and also at the date of
acquisition, if acquired during the taxable year or at the
date as of which any valuation is made, together with an
explanation of the method used in the estimation, the name
and address of the person making the estimate, and an
average analysis which will indicate the quality of the min-
eral valued, including the grade or gravity in the case of
oil;

(9) The number of units sold and the number of units
for which payment was received during the year for which
the return is made (in- the case of newly developed oil and
gas properties it is desirable that this information be fur-
nished by months};

(16) ‘The gross amount received from the sale of mineral;

(11) 'The amount of depreciation for the taxable year and
the amount of depletion for the taxable year computed
without reference to percentage depletion or discovery
value;’

(12) The amounts of depletion and depreciation, stated
separately, which for each and every prior year (A) were
allowed, (B) were allowable, and, (C) would have been al-
lowable without reference to percentage depletion or dis-

" covery value; and -
(13)" Any other data which will be helpful in determin-
_ ing the'reasonableness of the valuation asserted or of the
deduction claimed. '

() To the return of every taxpayer claiming & deduction
for depletion in respect of (1) property in which he owns a
fractional interest only, or (2) a leasehold, or (3) property

_subject to lease, there shall also be attached o statement set-

ting forth the fraction of the gross production to. which the
taxpayer is entitled, the name and address and the precise
nature of the holding of each person interested in the prop-
erty, and, in the case of o lessor, whether the lease involved
was still in effect at the close of the taxable year, and, if
not, when it was terminated and for what reason, and
whether the lessor repossessed the property. Any taxpayer
who is the assignor of a lease with respect to any property,
or the holder of an interest purporting to be an overriding
royalty interest, or of any interest other than that of a
lessor or an operating lessee, and who claims depletion with.
respect to such property or interest, shall state the exact
nature of the interest held and shall furnish a certifled
copy of the instrument or instruments by which it was
acquired.

(¢) In the case of oil and gas propeérties the statement
attached to the return shall contain, in additiod ta the fore-
going the following information with respect to each property:

(1) 'The number of acres of producing oil or gas land
and, if additional acreage is claimed to be proven, the
amount of such acreage and the reasons for believing it
to be proven;

(2) The number of wells producing at the beginning and
end of the taxable year;

(3) The date of completion of wells finished during the
taxable yedr;

(4) The date of abandonment of all wells abandoned
during the taxable year;

(5) A property map showing the location of the prop-
erty and of the producing ahd abandoned wells, dty
holes, a.nd proven oil and gas lands (the map should show
depth, initial production, and date of completion of each
well, to the extent that such data are available);

(6) ‘The number of pay sands and sverage thickness of
each pay sand or zone on the property;

v
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(7) The average depth of the top of each of the different
pay sands;

(8) Annual production of the tract or of the individual
wells, if the latter information is available, from the
_beginning of its productivity to the end of the taxzable
year, the average number of wells producing during each
year, and the initial daily production of each well (the
extent to which oil or gas is used for fuel on the property
should be stated with reasonable accuracy);

~ (9) All ayailable data regarding change in operating
conditions, such as unit operation, proration, flcoding, use
of air-gas lift, vacuum, shooting, etc., which have a direct
effect on the production of the property; and

(10) Available geological information having a probable
bearing on the oil and gas content; information with
respect to edge-water, water drive, bottom hole pressures,
oil-gas ratio, porosity of reservoir rock, percentage of re-
covery, expected date of cessation of natural flow, decline
in estimated potential, and characteristics similar to char-
acteristics of other known felds.

(d) All of the foregoing information must be furnished
under oath, should be summarized, and may be included in
o single affidavit. :

(e) Any of the information required by this article which
has been previously filed by the taxpayer need not bz filed
again but the statement attached to the return must indi-
cate clearly when and in what form the information was
previously filed. When a taxpayer has filed adequate maps
with the Commissioner he may be relieved of filing further
maps of the same properties, provided all additional infor-
mation necessary for keeping the maps up to date is filed
each year, - This includes records of dry holes, as well as
producing wells, together with logs, depth and thickness of
sands, location of new wells, etc.

AgrT. 23 (M)--13. Statement to be attached to relurn when
depletion is claimed on percentage basis—(a) There shall be
attached to the return of every taxpayer who claims deple-
tion of oil and gas wells under section 114 (b) (3) and article
23 (m)-4, or depletion of coal mines, metal mines, or sulphur
mines or deposits under section 114 (b) (4) and article 23
(m)-5, a statement containing the following information
with respect to every property for which percentage depletion
is allowgble: S :

(1) All data necessary for the determination of the
“gross income from the property” as defined in paragraph
(@) of article 23 (m)-1, including the amounts paid to
lessors as rents or royalties, the amounts paid to holders
of other interests in the mineral property, and the price
per unit at which royalties were paid;

(2) All additional data necessary for the determination
of the “net income of the taxpayer (computed without
allowance for depletion) from the property” as defined in
paragraph (R) of article 23 (m)~1; and
. (3) The information required by paragraphs (a) (1),
(@) (@), (@ (3), and (b) of article 23 (m)-12. The other
information required by article 23 (m)-12 shall also b2
furnished if necessary in determining the gain or loss
from the sale or other disposition of the property during
the taxable year or if a valuation of the property is neces-
sary for any purpose. The taxpayer may find it desirable
to furnish such other information in all cases.

(b) All of the foregoing information shall be furnished
under oath, should be summarized, and may be included in
a single affidavit.

ArT, 23 (m)-14., Discovery of mines other than coal, metal,
or sulphur mines.—(a) To entitle a taxpayer to a valuation
of his property, for the purpose of depletion gllowances, by
reason of the discovery of g mine (other than a coal, metal.
or sulphur mine) or minerals (other than oil or gas, coal.
sulphur, metal, or metallic ores), it must appear that the
mine or minerals were not acquired as the result of the pur-
chase of a proven tract or lease; also, the discovery must
be made by the tazpayer after February 28, 1913, and must
result in the fair market value of the property becoming dis-
proportionate to the cost. The fair market value of the
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property will be deemed to have become disproportionate to
the cost when the newly discovered minerals are of such
quantity and of such qualify as to afford a reasonzble ex-
pectation of return o the taxpayer of an amount materially
in excess of the capital expanded in making such discovery
plus the cost of future development, eguipment, and exploi-
tation.

(b) A mine or minerals of a2 kind not excepfed by this
article may be said to bz discovered when (1) there is found
a natural deposit of mineral, or (2) there is disclosed by
drilling or exploration, conducted above or below ground, a
mineral deposit not previously known to exist and the exist-
ence of which was so improbable that such deposit had nof
and could not have been included in any previous valuation
for the purpoze of depletion, and which in either case exists
in quantity and grades sufficlent to justify comimercial
exploitation.

(¢) In determining whether a discovery enfitling the tax-
payer to a valuation has been made, the Commissioner will
take into account the peculiar conditions of each case; but
no discovery, for the purposes of depletion, can ba allowed
as to minerals which constitute merely uninterrupted exten-
slons of continuing commercial veins or deposifs already
known to exist, which have bzen or should have been in-
cluded in “probable” or “prospactive” mineral, or which
were In any other way comprehended in a prior valuafion,
nor can a discovery, for purposes of depletion, be allowed
as of o date subsequent to that when, in fact, discovery was
evident, when delay by the tavpayer in making claim there-
for has resulted or will result in excessive allowances for
depletion.

(d) Discoverles include minerals in commerecial quantifies
contained within a vein or deposit discovered in an existing
mine or mining fract by the taxzpayer after February 28,
1913, but such vein or deposit must not b2 merely the unin-
terrupted extension of & continuing commercial vein or
deposit already Imown to exist, and the newly discovered
minerals must be of sufilclent value and quantity that they
could b2 separately mined and marketed at a profit.

(e) The value of property claimed as the resulf of a dis-
covery must be the fair market value, as defined in article
23 (m)-17, based on what is evident within 30 days afier the
commercially valuable character and extent of the discovered
deposits of mineral have with reasonable certainty been
established, determined, or proved.

Ant. 23 (m)-15. Allowable capital additions in case of
mines—(a) All espenditures In excess of net receipis from
minerals sold shall be charged to capital account recoverable
throuzh depletion while the mine is In the development
stage. The mine will be considered fo have passad from
& development to a producing status when the major portion
of the mineral production is obtained from workings other
than those opened for the purpose of development, or when
the principal activity of the mine bzcomes the production of
developed ore rather thon the development of additional ores
for mining.

(b) Expenditures for plant and equipment and for replace-
ments, not including expendifures for mainfenance and for
ordinary and necessary repairs, shall ordinarily be charged
to capital account recoverable through depreciation. Ex-
penditures for cquipment (including its installation and
housing) and for replacements thereof, which are necessary
to maintain the normal output solely because of the recession
of the working faces of the mine, and which (1) do not
increase the value of the mine, or (2) do not decrease the
cost of production of mineral units, or (3) do not represent
an amount expended in restoring property or in making good
the exhaustion thereof for which an allowance is or has
been made, shall be deducted as ordinary and necessary
business expenses.

AnT, 23 (m)-16. Charges 1o capital and to expznse in the
case of cil and gas wells—(e) Items chargeable to capital or
to expence at taxpayer’s option:

+ (1) Option with respect to intangible drilling and devel-
opment costs in general: All ezpanditures for wages, fuel,
repairs, hauling, supples, etc., incident to and necessary
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for the drilling of wells- and the preparation of wells for
the production of oil or gas, may, at the option of the tax-
payer, be deducted from gross income as an expense- or
charged to capital account. Such expenditures have for
convenience been termed intangible drilling and develop-
ment costs. - Examples of items to which this option ap-
plies are, all amounts paid for labor, fuel, repairs, hauling,
and supplies, or any of them, which are used (A) in.the
drilling, shooting, and cleaning of wells;, (B) f_in such clear-
ing of ground, draining, road making, surveying, and geo-
logical work as are necessary in preparation for- the, drill-
ing of wells; and (C) in the construction of such derricks,
tanks, pipe lines, and other physical structures as are nec-
essary for the. drilling of wells and the preparation  of
wells for the production of oil or gas. In general, this
option applies only to expenditures for those drilling and
developing items which in themselves do not have & salyage
value. For the purpose of this option labor, fuel, repairs,
hauling, supplies, etc.,-are not considered as having a sal-
vage value, even though used in- connection with the in-

. stallation of physical property which has a salvage value.
Drilling and development, costs shall not be excepted from
the option merely. because they are incurred under a con-
. tract providing for the.drilling of a8 well to an agreed
depth, or depths, at an agreed price per foot o; other unit
of measurement. -

(2) Option Wlth respect to cost of nonproductxve ‘wells:
In addition to the foregoing option the cost of. drilling
nonproductive wells-at the option of the taxpayer may be
deducted . from gross income for the year in which the
taxpayer completes such a well or be charged to-capital
account returnable through depletion and depreciation as
in the case of productive wells.

(3) If deductions for depreciation or " depletion have
either on the books of the taxpayer or in his refurns of
net income been included in the past in expense or other
accounts, rather than specifically as depreciation or de-
pletion, or if capital expenditures have been charged to
expense in lieu of depreciation or depletion, a statement
indicating the extent to which this practice has been
.carried should accompany the return. -

(b) Recovery of optional items, if capitalized:

(1) Items returnable through depletion: If in’ exerecis-
ing these options, or either of them, the taxpayer charges
such expenditures as fall within the options to capital
_account, the amounts so capitalizéd in so far as they are
“not represented by physical property, are ' returnable
through depletion. For the purposes of this article the ex-
penditures for clearing ground, draining, road making,
surveying, geological work, excayation, grading, and the
drilling, shooting, and cleaning of wells, are considered not
to be represented by physical property, and when charged
to capital account are returnable through depletion. ‘

(2) Items returnsble through depreciation: If in exer-
cising these options, the taxpayer charges such expendi-
tures as fall within the options to capital account, the
amounts so capitalized, in so far as they are represented
by physical property, are returnable through depreciation.
Such expendltures are amounts pa1d for wages, fuel, re-
pairs, hauling, supplies, ete., used in the installation of cas-
ing and equipment and in the _construction on the property
of derricks and other physical structures.

(3) In the case of capitalized intangible drilling and de-
velopment costs incurred under a contract, such costs shall
be allacated between the foregoing classes of items for the
purposes of determining the depletmn and depreciation
allowances. ‘

.(¢) Nonoptionsl items dlstmgmshed.

(1) Capital items: The option with respect to intangible
drilling and development costs in general does not apply
to expenditures by which the taxpayer acquires tangible
property ordinsrily considered as having a salvage value.
Examples of such items are the costs of the actual ma-
terials in those structw:es which are constructed in the
wells and on the property, and the cost of -drilling- tools,
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pipe, casing, tubing, tanks, engines, boilers, machines, etc.
The options do not apply to any expenditure for wages,
fuel, repairs, hauling, supplies, etc., in connection with
equipment, facilities, or structures, not incident to or neces~
sary for the drilling of wells, such as structures for storing
or treating oil or gas. These are capital items and are
returnable through depreciation.

- (2) Expense items: Expendifures which must be charged
off as expense, regardless of the options provided by this
article, are those for labor, fuel, repairs, hauling, supplies,
ete., in connection with the operation of the wells and of
other facilities on the property for the production of oil
or gas. General overhead expense, taxes, and deprecia-
tion of drilling equipment, are not considered as capital
items, even when incurred during the'development of the
property.

(d) This article does not grant a new aption or election.
Any taxpayer who made an election or elections under
article 223 of Regulations 69 or under article 243 of Regula-
tions 74 or under article 236 of Regulations 77 or under
article 23 (m)-16 of Regulations 86 is, by such election or
elections, bound with respect to all optional expenditures
whether made before January 1, 1936, or after December
31, 1935, in connection with oil and gas wells. Any fax-
payer who has never made expenditures for drilling oil or
gas wells prior to the first taxable year beginning after De-
cember 31, 1935, must made an election as to intangible
drilling and development costs in general in the return for
the first taxable year in which the taxpayer makes such
expenditures, and & taxpayer who has never made expendi-
tures for a nonproductive well prior to the first taxable year
beginning after Decemher 31, 1935, must make an election as
to the cost of such wells in the return for the first taxable
year in which the taxpayer completes such a well, Any elec-
tion so made is binding for all subsequent years. A taxpayer
is’ considered to have made an election in accordance with
the manner in which the respective types of optional items
are freated (1) in his return for the first taxable year end-
ing after December 31, 1924, in which optional expenditures
of the respective types are or were made, or (2) in an
amended ireturn filed between June 18, 1927, and December
18, 1927, in accordance with Treasury Decision 4025. Any
taxpayer who has made expenditures for optional drilling
and development costs must attach to his return for the
first taxable year beginning after December 31, 1935, and
for each year thereafter a clear statement of his election
under each of the options, together with a statement of the
time at which, and the manner in which, such election was
made.

ART. 23 (m)-17. Depreciation in the case of mines—(a)
The Act provides that deductions for depreciation of improve-
ments “according to the peculiar conditions in each case’” may
be taken by a taxpayer owning or leasing mining property.
This is deemed to include exhaustion and wear and fear of
the property used in mining of deposits, including & reason-
able allowance foir obsolescence. (See articles 23 (1)-1 to 23
1)-10 as to deductions for depreciation and obsolescence gen-
erally. See particularly article 23 (1)-5 with regard to infor-
mation which must be furnished in substantiation of deduc-
tions claimed for depreciation and obsolescence.)

() It shall be optional with the taxpdyer, subject to the
approval of the Commissioner, whether the cost or other basis
of the plant and equipment plus allowable capital sadditions
but minus estimated salvage valuie shall be recovered (1) at
a rate established by current exhaustion of mineral, or (2)
by reasonable charges for depreciation (see article 23 (1)-1)
ab a rate determined by the physical life or the economic life
of such plant and equipment, or (3) according to the peculiar
conditions of the case, by a method satisfactory to the
Commissioner.

(¢) The estimated physica.l life of a plant or unit thereof
(including buildings, machinery, apparatus, roads, railroads,
and -other equipment and improvements whose principal use
is in connection with the mining or treatment or other neces-
sary handling of mineral products) may be defiried as the
estimated time such plant, or unit, when given proper cara
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and repair, can be continued in use despite physical deteriora-
tion, decay, wear, and tear.

(d) The estimated economic life of g plant or unit thereof
is the -estimated time during which the plant or unit may be
utilized effectively and economically for its intended purposes
and may be limited by the life of the property or of that por-
tion of the mineral deposits which it serves but can never
exceed the physical life,

(e) Any difference between the salvage value of plant and
equipment and the basis provided in section 113 (a), adjusted
as provided in section 113 (b), remaining at the termination
of mining operations shall be returned as profit or loss in
the year in which it is realized.

(f) Nothing in these regulations shall be interpreted as
meaning (1) that the cost or other basis of a mining plant
and equipment may be reduced by depreciation deductions to
a sum below the value of the salvage when the property shall
have become obsolete or shall have been abandoned for the
purpose of mining, or (2) that proper deductions for deprecia-
tion on account of obsolescence and decay shall not be made
during periods when the mine is idle or is producing at a rate
below its normal capacity. In estimating the salvage value
of the equipment at the end of its estimated economic life
due consideration may be given to its specialized character
and the cost of dismounting and dismantling and transporting
it to markef.

‘(g) Nothing in these regulations shall be interpreted to
permit expenditures charged to expense in any taxable year
or any part of the value of land for purposes other than min-
ing to-be recovered through depletion or depreciation.

ART. 23 (m)-18. Depreciation of improvements in the case
of oil and gas wells—Both owners and lessees operating oil
or gas properties will; in addition to and apart from the de-
duction allowable for depletion as hereinbefore provided, be
permitted to deduct a reasonable allowance for depreciation
of physical property, such as machinery, tools, equipment,
pipes, ete., so far as not in conflict with the option exercised
by the taxpayer under article 23 (m)-16. The amount de-
ductible on this account shall be such an amount hased upon
its cost or other basis equitably distributed over its useful
life as will bring such property to its true salvage value when
no longer useful for the purpose for which such property
was acquired. Accordingly, where it can be shown to the
satisfaction of the Commissioner that the reasonable expec-
tation of the economic life of the oil or gas deposit with
which the property is connected is shorter than the normal
useful life of the physical property, the amount annually de-
ductible for depreciation on such property may be based
upon the length of life of the deposit. (See articles 23 (1)-1
to 23 ()10 as to deductions for depreciation and obsoles-
cence generally. See particularly article 23 (1)-5 with xe-
gard to information which must be furnished in substantia-
tion of deductions claimed for depreciation and obsolescence.)

ART. 23 (m)-19. Depletion and depreciaiion of oil and
gas wells in years before 1916—If upon examination it is
found that in respect of the entire drilling cost of wells,
including physical property and incidental expenses, between
March 1, 1913, and December 31, 1915, a taxpayer has been
allowed a reasonable deduction sufficient to provide for the
elements of exhaustion, wear and tear, and depletion, it
will not be necessary to reopen the returns for years prior
to 1916 in order to show separately in these years the por-
tions of such deduction representing depletion and deprecia-
tion, respectively. Such separation will be required to be
made of the reserves for depreciation at January 1, 1916,
and proper allocation between depreciation and depletion
must be maintained after that date.

ART. 23 (m)-20. Capital redoverable through depletion
allowance in the case of timber—In genersl, the capital re-
maining in any year recoverable through depletion allow-
.ances is the basis provided by section 113 (a) adjusted as
‘provided by section 113 (b). For capitalization of carrylng
charges, see article 113 (b)~1. In the case of leases the ap-
portionment of deductions between the lessor and lessee
will be made as specified in article 23 (m)-7. The cost of
timber properties shall be determined in accordance with the
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principles indicated in article 23 (m)-6. For method of
determining fair market value and quantity of timber, see
articles 23 (m)-25 to 23 (m)-27. For depletion purposes
the cost of the timber shall not include any part of the cost
of the land.

ART. 23 (m)-21. Computation of allowance for depletion of
timber for given year —The allowance for deplefion of timber
in any taxable year shall bz based upon the number of units of
timber felled during the year and the depletion unit of the
timber in the timber account or accounts perfaining to thz
timber cut. The depletion unit of the timber for a given
timber account in a given year shall be the quotient obtained
by dividing (a) the basls, provided by section 113 (a) and
adjusted as provided by section 113 (b), of the fimber on
hand at the beginning of the year plus the cost of the number
of units acquired during the year plus proper addifions fo
capital, by (b) the total number of unifs of timber on hand
in the given account at the bezinning of fhe year plus the
number of units acquired during the year plus (or minus)
the number of units required to be added (or deduected) by
way of correcting the estimate of the number of units re-
maining available in the account. The amount of the de-
duction for depletion in any taxable year with respect fo a2
given timber account shall be the product of the number of
units of timber cut from the given account during the year
multiplied by the depletion unit of the timbzr for the given
account for the year. Those taxpayers who keep thelr ac-
counts on 2 monthly basis may, at their option, keep their
depletion accounts on a monthly basls, in which case the
amount deductible on account of depletion for a given month
will be determined in the manner outlined above for a given
year. The total amount of the deduction for depletion in
any taxable year shall be the sum of the amounts deductible
for the several timber accounts. For description of fimber
accounts, see articles 23 (m)-27 and 23 (m)-23.

The depletion of timber takes place at the time the timber
is felled. Since, however, it is not ordinarily practicable to
determine the quantity of timber immediately after felling,
depletion for purposzes of accounting will be freated as taking
place at the time when, in the process of exploifation, the
quantity of timber felled is first definitely defermined. .

Art, 23 (m)-22. Revoluation of timber not allowed.—No
revaluation of a timber property whose value as of any specific
date has been determined and approved will b2 made or
allowed during the continuance of the ownership under which
the value was 5o determined and approved, except in the case
of misrepresentation or fraud or gross error as fo any facts
knowvn on the date as of which the valuation was made.
Revaluation on account of misrepresentafion or fraud or such
gross error will be made only with the written approval of the
Commissioner. The depletion unit should be chanzed when a
revision of the remaining number of units of recoverable fim-
ber in the property has been made in accordance with article
23 (m)-26.

Arrt. 23 (m)-23. Deprcciation of improvements in the case
of timber~—Tne cost or other basis of development not repre-
sented by physical property havinz an inventory value shall
be recoverable throurh depreciation. It shall be opiional
with the taxpayer, subject fo the approval of the Commis-
sloner—

(z) Whether the cosf or othar basis of the property sub-
ject to depreciation chall ba recovered at a rate established
by current exhaustion of stumpage, or

(D) Whether the cost or other basis shall be recovered by
appronriate charres for depreciation calculated by the usual
rules for deprecintion or according to the psculiar condi-
tions of the taxpaver’s caze by a metheod satisfactory to the
Commlssloner.

In no case may charges for depreciation ba based on a
rate which wil extincuich the cost or other basis of the
property prior to the termination of its useful life. Nothing
in these rexulations shall be interpreted to mean that the
value ¢f o timber plant and equipment may be reduced by
depreciation deductions to a sum below the value of the
salvage when the plant and equipmenf shall have become
obsolete or worn out or shall have been abandoned, or that
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any part of the value of cut-over land may, be recoverable
through depreciation. (See arficles 23 (I)-1 to 23 (1)-10 as
to deductions for depreciation and obsolescence generally.
See particularly article 23 (1)-5 with regard to informa-
tion which must be furnished in substantiation of deduc-
tions claimed for depreciation and obsolescence.)

ART. 23 (m)-24. Information to be furnished by taxpayer
claiming depletion of timber~—To the income tax return
of the taxpayer claiming a deduction for depletion or depre-
ciation or both there shall be attached a map and statement
(Form T—Timber) for the taxable year covered by the
income tax return. Form T——Timber requires the following:

(a) Map showing timber and land acquired, timber cut,
and timber and land sold;

(b) Description of, cost of, and terms of purchase or lease
of, timber and land acquired;

(c) Proof of profit or loss from sale of capital assets

(d) Description of timber with respect to which claim for
loss, if any, is made;

(e) Record of timber cut:

(f) Changes in each timber account as the result of pur-
chase, sale, cutting, reestimate, or loss;

(g) Changes in physical property accounts as the result
of additions to or deductions from capital and depreciation; .

(1) Operation date with respect to raw and finished
material handled and inventoried;

(1) Unit production costs; and

(j) Any other data which will be helpful in determining
the reasonableness of the depletion or deprecratlon deduc-
tions claimed in the return.

Similar information is required for certain years pnor to
the 1919 taxable year from those taxpayers who have not
already furnished it. The specific nature of the information
required for the earler years is given in detail in Form
T—General forest industries questionnaire for the years
prior to 1919.

ArT. 23 (m)-25. Determination of fair market value of
timber—If the falr market value of the property at a speci-
fled date is the basis for depletion and depreciation deduc-
tions, such value shall be determined, subject to approval or
revision by the Conimissioner upon audit, by the owner of the
property in the light of the most reliable and accurate infor-
mation available with reference to the condition of the prop-
erty as it existed at that date, regardless of all subsequent
changes, such as changes in surrounding circumstances, in
methods of exploitation, in degree of utilization, etc. The
value sought will be the selling price, assuming & transfer
between g willing seller and a willing buyer, as of the partic-
ular date. Such factors as the following will be given due
consideration:

(@) Character and quahty of the timber as determmed by
species, age, size, condmon ete.;

(b) The quantity of timber per acre, the total quantity
under consideration, and the location of the timber in ques-
tion with reference to other timber;

(¢) Accessibility of the timber (location mth reference to
distance from a common carrier, the topography and other
features of the ground upon which the timber stands and
over which it must be transported in process of exploitation,
the probable cost of exploitation, and the climate and the
state of industrial development of the locality) ;.and

(d) The freight rates by common carrier to mportant
markets,

The timber in each particular case will be valued on its
own merits and not on the basis of general averages for
regions; however, the value placed upon it, taking into con-
sideration such factors as those mentioned above, will be
consistent with that of the other timber in the region. The
Commissioner will give due weight and consideration to any
and all facts and evidence having a bearing on the market
value, such as cost, actual sales, and transfers of similar
properties, the margin between the cost of production and
the price realized for timber products, market value of stock
or shares, royalties and rentals, value fixed by the owner
for the purpose of the capifal stock tax, valuation for local
or State taxation, partnership accountings, records of litiga-
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tion in which the value of the property has been involved,
the amount at which the property may have been inventoried
or appraised in probate or similar proceedings, disinterested
appraisals by approved methods, and other factors. For
depletion purposes the fair market value at & specified date
shall not include any part of the value of the land.

For the purpose of the equitable apportionment of deple-
tion between lessor and lessee provided by section 23 (m),
when the value of any leased property must be ascertained
as of any specific date for the determination of the basls for
depletion, the values of the equities of lessor and lessee may
be determined separately, but, when determined as of the
same date, shall together never exceed the value at that date
of the property in fee simple.

ArT. 23 (m)-26. Defermination of quantity of timber.—
Each taxpayer claiming or expecting to claim s deduction for
depletion is required to estimate with respect to each sepa-
rate timber account the total units (feet board measure, log
scale, cords, or ofther units) of timber reasonably known, or
on good evidence believed, to have existed on the ground
on March 1, 1913, or on the date of acquisition of the prop-
erty, as the case may be. This estimate shall state as nearly
as possible the number of unifs which would have been
found present by a careful estimate made on the specified
date,. with the object of determining 100 percent of the
quantity of timber which the area would have produced on
that date if all of the merchantable timber had been cut
and utilized in accordance with the standerds of utilization
prevailing in that region at that time. If subsequently
during the ownership of the taxpayer making the return,
as the result of the growth of the timber, of changes in
standards of utilization, of losses not otherwise accounted
for, of abandonment of timber, or of operations or develop-
ment work, it is ascertained either by the taxpayer or the
Commissioner that there remain on the ground, available
for utilization, more or less units of timber than remsain in
the timber account or accounts on the basis of the original
estimate, then the original esfimate (but not the basis for
depletion) shall be revised and the annual deplétion allow-
ance with respect to the property for subsequent taxable
years shall be based upon the revised estimate.

ART. 23 (m)-27. Aggregating timber and land for purposes
of valuation and accounting—With a view to logical and
reasonable valuation of timber, the taxpayer shall include
his timber in one or more accounts. In general, each such
account shall include all of the taxpayer’s timber which is
located in one “block”, a block being an operation unit which
includes all of the taxpayer's timber which would logically
go to a single given point of manufacture. In those cases In
which the point of manufacture is at a considerable distance,
or in which the logs or other products will probably be sold
in a log or other market, the block may be a logging unit
which includes all of the taxpayer’s timber which would
logically be removed by a single logging development. In
exceptional cases, provided there are good and substantial
reasons, and subject to approval or revision by the Com-
missioner on audit, the taxpayer may divide the timber in
a given block into two or more accounts, e. g., timber owned
on 'February 28, 1913, and that purchased subsequently may
be kept in separate accounts, or timber owned on February
28, 1913, and the timber purchased since that date in several
mstmct transactions may be kept in several distinct ac-
counts, or individual tree species or groups of tree specles
may be carried in distinet accounts, or special timber prod-
ucts may be carried in distinct accounts, or blocks may be di-
vided into two or more accounts based on the character of
the timber or its accessibility, or scattered tracts may be
included in separate accounts. If such a division is made,
a proper portion of the fofal value or cost, as the case may
be, shall be allocated to each account.

The timber accounts mentioned in the preceding para-
graph shall not include any part of the value or cost, as the
case may be, of the land. In a manner similar to that pre-
scribed in the foregoing part of this article the land in &
given “block” may be carried in a single land account or may
be divided into two or more accounts on the basis of its
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character or accessibility. When such a division is made,
a proper portion of the total value or cost, as the case may
be, shall be allocated to each account.

The total value or total cost, as the case may be, of land
and timber shall be equitably allocated to the timber and
land accounts, respectively.

- Bach of the several land and timber accounts carried on
the books of the taxpayer shall be definitely described as to
their location on the ground either by maps or by legal de-
scriptions.

For good and substantial reasons satisfactory to the Com-
missioner, or as required by the Commissioner, the timber or
the land accounts may be readjusted by dividing individual
accounts, by combining two or more accounts, or by divid-
ing and recombining accounts.

ART. 23 -(n)-28. Timber depletion and depreciation ac-
counts on books—Every taxpayer claiming or expecting
to claim a deduction for depletion or depreciation of timber
property (including plants, improvements, and equipment
used in connection therewith) shall keep accurate ledger
accounts in which shall be recorded the cost or other basis
provided by section 113 (a), as the case may be, of the
property, and the plants, improvements, and equipment, to-
gether with subsequent allowable capital additions to each
account and all of the other adjustments provided by section
113 (b) and articles 113 (a) (14)-1, 113 (b)-1, and 113 (b)-2.

In such accounts there shall be set up separately the quan-
tity of timber, the quantity of land, and the quantity of
other resources, if any, and a proper part of the total cost
or value shall be allocated to each. (See article 23 (m)-27.)
These accounts shall be credited with the amount of the
depreciation and depletion deductions computed in accord-
ance with article 23 (m)-20 each year, or the amount of
the depreciation and depletion shall be credited to deprecia-
tion and depletion reserve accounts, to the end that when
the sum of the credits for depreciation and depletion equals
the cost or other basis of the property, plus subsequent al-
lowable capital additions, no further deduction for depre-
ciation and depletion will be allowed.

[Sec. 23. Deductions from Gross Income.]

[In computing net income there shall be allowed as deductfons:]

(o) Charitable and other coniributions—In the cese of an indi-

vidual, contributions or gifts made within the taxable year to or
for the use of: )

(1) the United States, any State, Territory, or any political
subdivision thereof, or the District of Columbia, for excluslvely
public purposes;

(2) 2 corporation, or trust, or community chest, fund, or
foundation, organized and operated exclusively for religlous,
charitable, scientific, literary, or educational purposes, or for the
prevention of cruelty to children or animals, no part of the net

s of which inures to the henefit of any private chare-
holder or individual, and no substantial part of the cctlvities
of which is carrying on propaganda, or otherwice attempting, to
influence legislation;

(3) the special fund for vocational rehabilitation authorlzed
by section 12 of the World War Veterans' Act, 1924;

(4) posts or organizations of war veterans, or auxiliary units
or societies of any such posts or organizations, if such posts, or-
ganizations, units, or societies are organized in the United States
or any of its possessions, and if no part of thelr net ecarnings
inures to the benefit of any private shareholder or individual;
or -
(5) a fraternal soclety, order, or assoclation, operating under
the lodge system, but only if such contributions or glfts are to
be used exclusively for religious, charitable, sclentide, lterary,
or educational purposes, or for the prevention of cruelty to
children or animals;

to an amount which in all the above cases combined does not
exceed 15 per centum of the taxpayer's net income as computed
without the benefit of this subsection. Such contributions or gifts
shall be allowable as deductions only if verified under rules and
regulations prescribed by the Commissioner, with the approval of
the Secretary. (For unlimited deduction if contributions and gifts
exceed 90 per centum of the net income, see section 120.)

ART. 23 (0)-=1. Coniributions or gifts by individuals—In
connection with claims for deductions under section 23 (o),
there shall be stated on returns of income the name and
address of each organization to which a confribution or gift
was made and the approximate date and the amount of the
contribution or gift in each case. Claims for deductions un-
der section 23 (0) must be substantiated, when required by
the Commissioner, by a statement from the organization to
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which the contribution or gift was made shoving the name
and address of the contributor or donor, the amount of the
contribution or gift and the date it was made, and by such
other information as the Commissioner may deem necessary.
If the contribution or gift is other than money, the basis for
calculation of the amount thereof shall be the fair market
value of the property at the time of the contribution or gift.
No part of the contributions or gifts made by a partnership
may be claimed as o deduction in the personal return of 2
partner. As to deduction of contributions or gifts by parf-
nerships, see section 183. In the case of a nonresident alien
individunl or a citizen of the United States entitled to the
benefits of section 251, see sections 213 (c) and 251. This
article does not apply to gifts by estates and frusts (see sec-
tion 162). For contributions or gifts by corporations see
article 23 (q)--1.

Whether a husband and wife make a joint return or sepa-
rate returns, the 15 percent limifation on the deduction for
contributions or gifts is based on the separate net income
(computed without regard to such confributions or gifis) of
the spouse making the contributions or giffs. (Sze article
51-1.)

A donation made by an individual fo an organization
other than one referred to in section 23 (o) which bears a
direct relationship to his businezs and is made with a reason-
able expectation of a financial refurn commensurate with
the amount of the donation may consfitute an allowable
deduction as business expense.

[Sce. 23. Dcductions from Grozs Income.]

[In computing net income there shall be allowed as deductions:]

(p) Penston trusts—An employer establishing or maintaining a
pension trust to provide for the payment of reasonable penslons
to his employces (if such trust is exempt from tax under sec-
tion 165, relating to trusts created for the exclusive benefit of
employees) shall be allowed a3 o deduction (in addition fo the
contributions to such trust durlng the taxable year to cover the
pension Uabllity accrulng during the year, allowed 25 a deduction
under subscetion () of this section) a reasonable amount trans-
ferred or pald into such trust during the taxable year in excess
of such contributfons, but only If such amount (1) has nof
theretofore been allowable as a deduction, and (2) 1s spportioned
in equal parts over o perled of ten concecufive years beginning
with the year in which the transfer or payment is made. Any
deduction allowable under section 23 (q) of the Revenue Act of
1028 or the Rovenue Act of 1932 or the Revenue Act of 1932
which under such cection weos apportioned to any taxable year
beginning after December 31, 1935, chall ba allowed as a deduc~
tion in the years to which r£o apportioned to the extent allowable

under such cectlon if it hod remzined in foree with respect to
such year.

ART, 23 (p)-1. Payments to employees’ pension trusts—
An employer who adopts or has adopted a reasonable pen-
sion plan, actuarially sound, and who esfablishes, or has
established, and maintains a pension trust for the payment
of reasonable pensions to his employees (if the frust is
exempt from tax under section 165, relating fo frusts cre-
ated for the exclusive benefit of employees) shall be al-
Iowed to deduct from gross income reasonable amounfs
pald to such trust, in accordance with the pension plan (in-
cluding any reasonable amendment thereof), as follows:

(e) Xf the plan contemplates the payment fo the trust, in
advance of the time when pensions are granfed, of amounts
to provide for future pension payments, then (1) amounts
paid to the trust during the taxable year representing the
pension liability applicable to such year, determined in ac-
cordance with the plan, shail be allowed as a deduction for
such year as an ordinary and necessary business expense,
and in addition (2) one-tenth of a reasonable amount
transferred or pald to the trust during the taxable year
to cover in whole or in part the pension lability ap-
plicable to the years prior to the taxable year, or so frans-
ferred or paid to place the trust on a sound financial basis,
shall be allowed as & deduction for the taxable year and
for each of the nine succeeding taxable years;

(b) If the plan does not contemplate the payment fo the
trust, in advance of the time when pensions are granted,
of amounts to provide for future pension payments, then
(1) amounts pald to the trust during the taxable year rep-
resenting the present value of the expected future payments
in respect of pensions granted to employees retired during
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the taxable year shall be allowed as a deduction for such
year as an ordinary and necessary business expense, and
in addition (2) one-tenth of a reasonable amount trans-
ferred or paid fo the trust during the taxable year to cover
in whole or in part the present value of the expected future
payments in respect of pensions granted {o employees re-
tired prior to the taxable year, or so transferred or paid
to place the trust on a sound financial basis, shall be al-
lowed as a deduction for the taxable year and for each’
of the nine succeeding taxable years.

Reasonable payments made by an employer during the
taxable year directly to pensioners on account of pensions
in respect of which no payment has been made to a pen-
sion trust shall be allowed as a deduction from gross in-
come for such year as an ordinary and necessary business
expense.

In no case will any amount be allowed as a deduction under,
this article which was allowable as a deduction from gross
income for any prior year. Devices of whatever nature for
withdrawing profits or paying salaries to officers are not pen-
sion trusts within the meaning of the Act.

A taxpayer claiming the benefit of the deduction allowable
by section 23 (p) must show himself entitled to such deduc-
tion. If a deduction from gross income is claimed on ac-
count of payments to an employees’ pension trust, the fol-
lowing described data shall be filed with the return:

1. A statement describing the pension trust plan, includ-
ing the basis and method of its operation, together with a
copy of the trust indenture, with any amendments thereto,
and other documents constltutmg a part of the plan.

2. If all employeés are not included.as beneficiaries of the’
pension trust, a statement showing what ¢lasses of employees
are excluded, and the general nature of their respective
employment and duties, together with the reason why all
employees are not covered by the pension trust plan.

3. A statement 'showing the actuanal computation upon
which the deduction is based. L

4. A statement of the receipfs and disbursements of the
trust.

5. A schedule showing. the application of actuanally ‘com-'

puted “reserve factors’ to the pay roll data properly classified
for the purpose of computing the reserve habmty of the pen-
sion fund as of the end of the taxable year. - .

6. A schedule showing the application of actuarially com-
putetl “current liability factors” to the pay roll data prop-
erly classified for the purpose of computing the liabilily of
the pension fund as of the end of the taxable year.

7. A schedule showmg the computatlon of the pension
“liability for all employees retired prior to the taxable year.

8. A schedule showing the computation of the liability for
‘employees retired during the taxable year.

9.'A schedule showing the Teceipts and djsbursements of
the pension fund during each month of the taxable year, and
the total amount of the fund as of ‘the beginning and end
of the taxable year.

If the valuation factors are changed at any time, either!
because of a change in the pension plan ‘or beécause of a
change in the assumptions upon’ 'which the valuation factors
gre based, the data indicated under 5, 6, and “7-above, should
“be subxmtted showing the mew valuation factors applied to
the pay roll data classified as of the end of the preceding
taxable year, and also as of the end of the current taxable
year.

If the pension plan does not conteniplate the payment to
the trust in advance of the time when pensions are granted,

described under 5'and 6 above need not be furnished.

In cases where the annuity plan is underwritten by an'
insurance company, the taxpayer should show the amount of
any refunds made to him by the carrier under the terms of
his annuity contract. If such refurds were applied. by the
insurance company to reduce subsequent premiums or to re-
duce the acerued liability of the annuity plan, or'in any other
manner except a cash refund, the taxpayer should submit.
full information in regard thereto.

The right to a deduction under section 23-(p) will be recog-
nized in cases where the pension trust may not be perpetual,

b) One-tenth of $2,000,000, the amount transferred to
-of amounts to provide for future pension payments the data 2} 8
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provided the trust is of such a character as to evidence good
faith on the part of the employer actually to pay the amounts
placed in trust for employees’ pension purposes. However,
should any portion of the funds.of a pension trust revert to
the possession, ownership, or control of the employer by rea-
son of the termination of the trust or otherwise, such amount
(except to the extent that it represents a payment to the
pension trust made by the ‘employer in accordance with the
pension plan and pursuant -to paragraph (@) or (b) of this
article, and not theretofore allowed as a deduction to the
employer) shall be returned as income by the employer for
the taxable year in which it so reverts, unless prior to the
close of such yedr it shall again be placed in trust for the
benefit of employees under provisions satisfactory to the
Commissioner.

A pension trust maintained by affiliated corporations for

‘the exclusive benefit of their employees-is within the scope

of sections 23 (p) anhd 165.

Ezample—Accruals in advance of pensions granited —In
1936 the M Company adopted a reasonable pension plan and
established - a, pension trust which was exempt from tax
under section 165. During the year and upon the basis of
an actuarial computation the company paid $8,950,000 to
the trust. At the time of the paymeént and in accordance
with the pension plan of the company, the pension liability
applicable to the years prior to 1936, in respect of employees
then on the retired roll, for petisions to be paid in the future,
was $2,000,000; the pension liability applicable to the years
prior to 1936, in respect of employees on the active roll, for

‘| pensions to be paid inh the future, was $6,500,000; the pay-

ment required to cover the pension liability applicable to the
taxable year 1936 for pensions to be paid in the future, was
$450,000. The amount paid to retired employees of the M
Company by the pension trust as pensions during 1936 was
$360,000. ’
The deduction for 1936 is computed as follows:
(¢) Entire amount paid to pension trust representing
the pension lability applicable to 1936 for pen-
slons to be paid in the future.
(b) One-tenth of §8,500,000, amount transferred to pen-
sfon trust to cover the pension liabllity applicable
to the years prior to 1936, In respect of employees

on elther the retired roll or the active roll, for .
pensions to be paid in the fubUre.mececoccaaaas 8560, 000

Y Total deduction 1, 300, 000

The amount of $360,000 paid to pensioners is not allow-
able as a deduction for income tax purposes since it was
paid by the pension frust and not by the M Company.

Ezample—Accruals on basis of pensions granted—In 1936
the N Company adopted & reasonable pension plen and
established a pension frust which was exempt from tax
under séction 165. During the year and upon the basis of
an actuarial computation the company paid $2,300,000 to
the trust. At the time of the payment the present value of
the expected future payments in respect of pensions granted
to employees retired prior to 1936 was $2,000,000; the present
value of the expected future payments in respeot of pensions

£460, 000

‘granted to employeés retired during 1936 was $300,000. The

amount paid to-retired employees of the N Company by the
pension trust as pensions during 1936 was $360,000.
The deduction for 1936 is computed as follows:
(a) Entire amount paid to the penison trust representing
the present value of the expected future payments

in respect of penslons granted to employees retired
during 1936

§300, 000

................

the pension trust to cover the present valtte of the
expected future payments in respect of penslons
granted to employees retired prior to 1936.._-..-. 200, 000
Total deduction dmmmmenas 500,000

The amount of $360,000 paid to pensioners is not allowable
a8s a deduction for income tax purposes, since it was paid
by the pension trust and not by the N Company.

(q) Charitable and other contributions by corporations.—~In the
case of a corporation, contributions or gifts made within the taxable
year to or for the use of a domestic corporation, or domestie trust,
or domestic community chest, fund, or foundation, organized and
operated exclusively for reuglous, charitable, scientifi¢, litorary, or
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educational purposes or the prevention of cruelty to children (but
in the case of contributions or gifts to a trust, chest, fund, or
foundation, only if such contributions or gifts are to be uscd
within the United States exclusively for such purposes), no part
of the net earnings of which inures to the benefit of any privata
shareholder or individual, and no substantial part of the activitlies
of- which is g-on propaganda, or otherwise attempting, to
influence legislation; fo an amount which does not exceed & per
centum of the taxpayer's net income as computed without the
benefit of this subsection. Such contributions or gifts shall he
allowable as deductlions only if verified under rules and regulations
prescribed by the Commissioner, with the approval of the Scere-

tary.
(r) For deduction of dividends pald by certain banking corpora-
tions, see section 121,

Art. 23 (@)-1. Contributions or gifts by corporations—A
corporation is entitled to deduct from gross income for a
taxable year beginning after December 31, 1935, contributions
or gifts to organizations referred to in section 23 (q), whether
or not such, contributions or gifts constitute business ex-
penses, but only to the extent provided in that section.

Corporations ‘may deduct, for a taxable year beginning
after December 31, 1935, to the extent provided by section
23 (q), contributions or gifts to organizations referred to in
that section, only for the taxable year in which they are
actually paid, regardless of when pledged and regardless of
whether the books and records of the corporation are kept
on the cash receipts and disbursements basis or the accrual
basis.

The provisions of the first paragraph of article 23 (0)-1,
relating to (1) the statement in returns of the name and
address of each organization to which a contribution or
gift was made and the approximate date and the amount of
the contribution or gift, (2) the substantiation of the claims
for deductions when required by the Commissioner, and
(3) the basis for calculation. of the amount of a contribution
or giff which is other than money, are equally applicable to
claims for .deductions of coniributions or gifts by corpora-
tions under section 23 (q).

Donations to. organizations other than those referred to
in section 23 (g)- which bear a direct relationship to the
corporation’s business and are made with a reasonable
expectation of a financial return commensurate with the
amount of the donation may constitute allowable deductions
as business expenses. For example, a street railway corpora-
tion may donate a sum of money to an organization (of a
class not referred to in section 23 (q)) intending to hold
a convention in the city in which it operates, with the
reasonable expectation that the holding of such convention
will augment ifs income through a greater number of people
using the cars. Sums of money expended for lobbying pur-
poses, the promotion or defeat of legislation, the exploitation
of propagands, including advertising other than trade adver-
tising, .and contributions for campaign expenses, are not
deductible from gross income.

Sec. 24. Items not Deductible—

(a) General rule—In computing net income no deduction shall
in any case be allowed in respect of—

(1) Personal, living, or family expenses;

(2) Any amount paid out for new bulildings or for permanent
improvements or betterments made to incremse the value of
any property or estate;

(3) Any amount expended in restoring property or in making
good the exhaustion thereof for which an allowance is or has
been made;

(4¢) Premiums paid on any life insurance policy covering the
life of any officer or employee, or of any person financially intcr-
ested in any trade or business carried on by the taxpayer, when
1:111ei taxpayer is directly or indirectly a beneficlary under such
policy; - -

(5) Any amount otherwise allowable as a deduction which is
allocable to one or more classes of income other than interest
(whether or not any amount of income of that class or classes is
received or accrued) wholly exempt from the taxes Imposed by
this title; or

(6) Loss from sales or exchanges of property, directly or indi-

rectly, (A) between members of a family, or (B) except in the
case. of distributions in liquidation, between an individual and a
corporation in which such individual owns, directly or indirectly,
more than 50 per centum in value of the outstanding stoclk.
For the purpose of this paragraph—(C) an individual shall be
considered as owning the stock owned, directly or indirectly, by
his family; and (D) the family of an individual shall include
only his brothers and sisters (whether by the whole or half
blood), spouse, ancestors, and lineal descendants.
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(b) Holders of life or terminabdble interest—Amounts pald under
the laws of any State, Territory, District of Columbiz, posszesion
of the United States, or foreign country as income to the holder
of o life or terminnable interest acquired by gift. baguest, or in-
heritance chall not bo rcduced or diminished by any deduction
for chrinkege (by whatever name called) in thz value of such
Interest due to the lapce of time, nor by any deduction allow
by this Act (except the deductions provided for In subssctions
(1) and (m) of ccction 23) for the purpssz of computing the
net Incoma of an cstate or trust but not cllowed under the laws
of such State, Territory, District of Columbia, peossession of the
United States, or forelin country for the purpose of computing
the {ncome to which guch holder Is entitled.

(¢) Taz withheld on taz-frce corenant bonds—For nondeducti-
billty of tax withheld on tax-free covenant honds, sce csection
143 (a) (3).

Art. 24-1. Perscnal and femily erpemses—Insurance paid
on a dwelling owned and occupled by a tazpayer is a psr-
sonal expense and not deductible. Premiums paid for Lfe
insurance by the insured are not deductible. In the case of
a professional mon who rents a property for residential
purposes, but incldentally receives clients, patients, or callers
there in connection with his professional work (his place-
of business beingz elsewhere), no part of the rent is deductible
as a business expencse. If, however, he uses part of the house
for his ofiice, such portion of the rent as is properly atiribu-
table to such ofiice is deductible. If the father is enfifled
to the services of his minor children, any allowances which
he gives them, whether soid to be in consideration of services
or otherwise, are not allowable deductions in his return of
income. Amounts paid as damages for breach of promis2
to marry, attorneys® fees and other costs of suit to recaver
such damares, attorneys’ fees paid in a suit for separgtion,
alimony, and an allowance pald under a separation agree-
ment are not deductible from grozs income. (Seze article
22 (b) (3)-~1.) The cost of equipment of an Army officer {o.
the extent only that it is especially required by his profession
and does not merely take the place of articles required in
clvilian life is deductible. Accordingly, the cost of a sword
is an allowable deduction, but the cost of a uniform is nof.

ArT., 24-2. Capital expendifures—Amounts paid for in-
creasing the capital value or for making good the depre-
ciation (for which o deduction has been made) of propsriy
are not deductible from grozs income. (See gection 23 A))
Amounts expended for securing a copyright and plates,
which remain the property of the person making the pay-
ments, are investments of capital. The cost of defending
or perfecting title to property constitutes a part of the cost
of the property and is not a deductible expense. The amgunt
expended for architects’ cervices is part of the cost of the
building. Commissions paid in purchasing securities are a
part of the cost price of such szcurities. Commissions paid
iIn selling securities, when such commissions are nob an
ordinary and necessary business expense, are an offset
against the selling price. Expsnses of the adminisiration
of an estate, such as court costs, attorneys’ fees, and exec-
utors' commissions, are chargeable against the corpus of
the estate and are not allowable deductions. Amounts to
be assested and paid under an asreement between bond-
holders or shareholders of a corporation, fo bz used in a
reorganization of the corporation, are investments of capital
and not deduectible for any purpose in retwrns of income.
(See arHcle 22 (a)-17.) An assessment paid by a share-
holder of & national bank on account of his statutory
liability is ordinarily not deductible but, subject to the
provisions of the Act, may in certain cases represent a loss.
Expenses of the organization of a corporation, such as incor-
poration fees, attorneys’ and accountants' charges, are cap-
ital expenditures and not deductible from gross income. A
holding company which guarantees dividends at a specified
rate on the stock of a subsidiary corporation for the purpose
of securing new capital for the subsidiary and increasing
the value of its stock holdings in the subsidiarg may not
deduct amounts paid in carrying ouf this guaranty in com-
puting its net income, but such payments may be added
to the cost of its stock in the subsidiary.

ArT, 24-3. Premifums on business insurance—FPremiums
paid by a tazpayer on an insurance policy on the life of an
ofiicer, employee, or other individual financially interested in
the taxpayer’s business, for the purpose of protecting the



1842

taxpayer from loss in the event of the death of the officer or
employee insured are not deductible from the taxpayer’s gross
income.
such a policy, the premiums so paid will not be disallowed
as deductions merely because the taxpayer may derive a bene-
fit from the increased efficiency of the officer or employee in-
sured. (See articles 22 (a)-3 and 23 (a)-6 to 23 (a)-9.)
In either case the proceeds of such policies paid by reason
of the death of the insured may be excluded from gross in-
come whether the beneficiary is an individual or a corpora-
tion, provided the beneficiary is not a transferee of the policy
for a valuable consideration. (See section 22 (b) (1) and (2)
and article 22 (b) (1)-1.)

ART, 24-4, Amounts allocable to exempt income, other than
interest—(a) Class of exempt income~——As used in this arti-
cle, the term “class of exempt income” means any class of
income, other than interest (whether or not any amount of
income of that class or classes is received or accrued), wholly
exempt from the taxes imposed by Title I of the Act. In-
cluded are any item or class of income, other than interest,
constitutionally exempt from the taxes imposed by Title I;
any item or class, other than interest, excluded from gross
income under any provision of section 22 or section 116 of the
Act; and any item or class of income, other than interest,
exempt under the provisions of any other law from the taxes
imposed by Title I. Thus the income derived from the opera-
tion of a lease of State lands, constituting such an instru-
mentality of the State as to render the income constitution-
ally exempt from the tax, is a class of exempt income. The
expenses or other items referable to the operation of such a
lease are allocable to a class of exempt income, even though
no income was received or accrued from such operations
during the year.

The object of section 24 (a) (5) is to segregate the
exempt income from the taxable income, in order that s
double exemption may not be obtained through the reduction
of taxable income by expenses and other items incurred in
the production of items of income wholly exempt from tax.
Accordingly, just as exempt items of income are excluded
from the computation of gross income under section 22, so
this provision of the Act excludes from the computation of
deductions under section 23 all items referable to the produc-
tion of exempt income. Only one exception is made, hamely,
in the case of exempt interest. (See section 23 (b).)

(b) Determination of amounts allocable to a class of
ezempt income—No deduction may be allowed for the
amount of any item or part thereof allocable to a class or
classes of exempt income. Items, or parts of such items,
directly attributable to any class or classes of exempt income,
shall be allocated thereto; and items, or parts of such items
directly attributable to any class or classes of taxable income,
shall be allocated thereto.

If an item is indirectly attributable both to taxable income
and exemp} income, g reasonable proportion thereof, deter-
mined in the light of all the facts and circumstances in each
case, shall be allocated to each. Apportionments must in
all cases be reasonable.

For example, if the compensation of an officer or employee
of a State is immune from the Federal taxing power, such
compensation is disregarded in computing.the gross income
of the officer or employee, and no deductions from gross
income may be made for his expenses in performing the
service for which the compensation is paid, or for State
income taxes imposed on the compensation, or for losses or
depreciation attributable to the property used in performing
such service, or for any portion of overhead expenses so
attributable.

(¢) Statement of items of exempt income—Records.—A
taxpayer receiving any class.of exempt income or holding
any property or engaging in any activity the income from
which is exempt shall submit with his return-as g part there-
of an itemized statement, in detail, showing (1) the amount
of each class of exempt income, and (2) the amount of
items, or parts of items, allocated to each such class (the
amount allocated by apportionment being shown separately)
as required by paragraph (b). If an item is apportioned

If, however, the taxpayer is not a beneficiary under-
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between a class of exempt income and & class of taxable In-
come, the statement shall show the basis of the apportion-
ment. Such statement shall also recite that each deduction

-claimed in the return is not in any way referable to exempt

income. The taxpayer shall keep such records as will enable
him to make the allocations required by this article (see
section 54).

ART, 24-5. Losses from sales between members of family
and between individuals and corporetions—The provisions
of section 24 (a) (6) may be illustrated generally by the
following example:

Ezample~—~During the calendar year 1936, A had losses
from sales of shares of stock as follows:

O%it or
other .
basisof | Selling | g, Porson to whom sold
shares | Prica .
sold
$4,000 $3,900 $100 | Grandfatherof A.

4,000 3,800 200 | Half-brother of A.

4,000 3,700 300 | Spouse of A,

4,000 3,60 400 | Granddaughter of A.

4,000 3,500 500 | The M corporation, 55 percent ln value of tho out-
standing stock of which was owned by A.

4,000 3,400 €00 | The O corporation, 100 percent in valuo of tho out
standiug stock of which was owned by the P corpora-
tion, 51 percent in valuo of the outstanding stook of
Xm P corporation belng owned by tho grandson of

Under section 24 (a) (6) none of the above-described
losses of A are deductible from his gross income,

ART. 24-6. Life or terminable interests—~—Amount paid to
the holder of g life or terminable interest acquired by gift,
bequest, or inheritance shall not be subject to any deduction
for shrinkage (whether called depreciation or any other
name) in the value of such interest due to the lapse of time.
In other words, the holder of such an interest so acquired
may not set up the value of the expected future payments as
corpus or principal and claim deductions for shrinkage or
exhaustion thereof due to the passage of time. (See section
113 (a) (B)J)

No-deductions shall be allowed in the case of a life or
terminable interest acquired by gift, bequest, or inheritance,
if the estate or trust is entitled to a deduction under the Act
but there is no reduction of the income of the life or ter-
minable interest. For example, an estate or a trust in a
certain State sells securities at & loss; if, under the laws of
that State, the beneficiary suffers no actual loss, then even
though the estate or trust is permitted to deduct such loss in
making its return, the beneficiary whose income has not been
diminished thereby is not entitled to a deduction on account
of such loss, but must include in his return the full amount
distributed or distributable. (See section 162.) However,
in the case of property held by one person for life with
remainder to another person and in the case of property
held in trust, see section 23 (1) as to depreciation and section
23 (m) as to depletion.

CHAPTER V

CREDITS AGAINST INCOME

SEc. 26. Credits of Individual Against Net Income.—

(a) Credits for normal tax only.—There shall bo allowed for tho
purpose of the normal tax, but not for the surtex, the following
credits against the net income:

(1) Interest on United Stales obligations~—The amount ro-
celved as interest upon obligations of the United States which
is included in gross income under section 22,

(2) Interest on obligations of instrumentalities of the United
States—The amount received as interest on obligations of a
corporation organized under Act of Congress, if (A) such cor-
poration i{s an instrumentality of the Unilted States; and (B)
such interest is included in gross income under sectlon 22;
and (C) under the Act authorizing the issue thereof, as amendod
and supplemented, such interest is exempt from normal tax.

(3) Earned income credit~-10 per centum of the amount of
the earned net income, but not in excess of 10 per centum of
the amount of the net income.

" (4) Earned income definitions.~—For the purposes of this tec
on—

(A) “Earned income” means wages, salarles, professionsl
fees, and other amounts received as compensatfon for por«
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sonal services actually rendered, but does not include any
amount not -included in gross income, nor that part of the
compensation derived by the taxpayer for personal cervices
rendered by him to & corporation which represents a distribu-
tion of earnings or profits rather than a reasonable gllowance
as compensation for the personal services actually rendered,
In the case of a taxpayer engaged in a trade or business in
which both personal services and capital are material income
producing factors, a reasonable allowance as compencation for
the personal services actually rendered by the taxpayer, not
in excess of 20 per centum of his share of the net profits of
such, trade or business, shall be considered as earned income.

(B) “Earned income deductions” means such deductions as
are allowed by section 23 for the purpose of computing net
income, and are properly allocable to or chargeable against
earned Income.

(C) “Earned net income” means the excess of the amount
of the earned income over the sum of the earned income dedue-
tions. If the taxpayer’s net income is not more than £3,000,
his entire net income shall be considered to be carned net
income, and if his net income is more than §3,000, his carned
net income shall not be considered to be less than £3,000. In
no case shall the earned net income be considered to be more
than $14,000.

(b) Credits for both normal tazx and surtaz—There shall be
allowed for the purposes of the normal tax and the surtax the
following credits against net Income,

(1) Personal ezemption—In the case of a slngle percon, 8
personal exemption of $1,000; or In the case of the head of o
family or a married person living with husband or wife, o
personal exemption of $2,5600. A husband and wife living
together shall receive but one personal exemption. The amount
of such personal exemption shall be $2,500. If such husband
and wife make separate returns, the personal exemption may be
taken by either or divided between them.,

(2) Credit for dependents.—$400 for each person (other than
husband or wife) dependent upon and receiving his chict support
from the taxpayer if such dependent person is under elghteen
years of age or Is Incapable of self-support because mentally
or physically defective.

(3) Change of status—If the status of the taxpayer, incofnr
as it affects the personal exemption or credit for dependcnts,
changes during the taxzable year, the personal exemption and
credit shall be apportioned, under rules and regulations pre-
scribed by the Commissioner with the approval of the Secre-
tary, in accordance with the number of months before and after
such change. For the purpose of such apportionment a frac-
tional part of a month shall be disregarded unless it amounts
to more t?han healf a month In which case it shall be considered
as a month.

Art. 25-1. Credits of individual against net income~—For
the purpose of computing the normal tax the tazpayer’s net
income as determined pursuant to sections 21-24 is first
reduced by the sum of the allowable credits. These include
interest exempt from normal tax only (and hence included in
gross income) received upon (1) obligations of the United
States and (2) obligations of corporations organized under
Act of Congress which are instrumentalities of the United
States; an earned income credit; a personal exemption; and
a credit for dependents. (See section 22 (b) (4).) For the
purpose_of computing the swrtax the taxpayer’s net income
is entitled to none of these credits, except the credit for
personal exemption and credit for dependents.

ARrrT, 25-2. Earned income credit—Under section 25 () (3)
the earned income credit allowable for the purpose of com-
puting the normal tax is 10 percent of the amount of the
earned net income, but not in excess of 10 percent of the
amount of the entire net income.

The entire amount received as professional fecs may be
treated as earned income if the taxpayer is engaged in a
professional occupation, stich as & doctor or a lawyer, even
though he employs assistants to perform part or all of the
services, provided the clients or patients are those of the
taxpayer and look fo the taxpayer as the person responsible
for the services performed. In the case of a husband and
wife domiciled in a so-called community property State and
rendering separate income tax returns on the community
income basis, one-half of the income derived from perconal
services rendered by one spouse may be treated as earned
income in the separate return of the other spouse.

In the case of g tagpayer engaged in a trade or business in
which both personal services and capital are material income-
producing factors, a reasonable allowance as compensation
for the personal services actually rendered by the taxpayer
shall be considered earned income, but the total amount
which shall be treated as the earned income of the taxpayer
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from such g trade or business shall, in no case, exceed 20
percent of his share of the net profits of such trade or busi-
ness. No general rule can be prescribed defining the frades
or businesses in which personal services and capital are mate-
rial income-producing factors, but this question must be de-
termined with respect to the facts of the individual cases.

The provislons of sections 25 (a) (3) and 25 (a) (4) may
be Hllustrated generally by the followinz examples:

Ezample 1—An individual received income from inferest
on bonds during the calendar year 1936 amounting to $6,000.
His allowable deductions under section 23 for thaf year
amounted to $2,000. He is enfitled to an earned income
credit of $300, computed as follows:

Grozs income. 36,000
Allowable deductions 2,000
Entiro not income. 4,000

Earncd net incoms allowrable under c2ction 25 (a) (4) (C)-. 8,000
Earncd incoms crcdit allowable (10 percent of £3,000) 300

Ezample 2—An individual recelved a salary of $20,000 as
a traveling salesman for the calendar year 1936. His allow-
able deductions under section 23 for that year amounted to
$12,000, of which $2,000 was for traveling expenses in the
course of his business and $10,000 was for a loss of his home
from fire. His net Income is $20,000 minus $12,000, or $8,000.
He is entitled to an earned income credit of $800, computed as
follows:

Earned incomeo. $20, 600
Earncd income deductions 2,000

Earncd net income hefore aopplying limitation in

ccetion 25 (a) (4) (C) 18,000
Earned nct incoms a3 limited to maximum amount pre-

ecrlbed by cection 25 (a) (4) (C) 14,000
Earncd income credit before applyinz limitation In section

25 (o) (3) (10 poreent of £14,000) 1,400
ed income credit allowable a3z lmited by cection 25

(o) (8) (10 parcent of £8,000, net income) e 800

Ezample 3.—During the calendar year 1936 an individuzl
was engaged in g business in which both personal services
and capital were income-producing factors. A reasonable
allowance as compensation for the personal services actually
rendered by the taxpayer in the conduct of the business for
that year was $10,000. The net profits of the business were
$35,000, which constituted his net income for the year. He
is lclantltled to an earned income credit of $700, compufed as
follows:

Ea(nfd incozw before applying limitations in section 25
a [23
Eosted thesmt o Thmdted By cestion 25 ) (5 (4 @b

pereent of $35,000) 7,000
Earned income credit alloweble (10 pareent of 87,000) - — 700

Anr. 25-3, Amount of personal exemption cllowable—A
single person is entitled to a personal exemption of $1,000
and the head of g family or & married person living with
husband or wife to $2,500, regardless of the amount of the
net income. A husband and wife living together have bub
one npersonal exemption, which is $2,500. If they make
separate returns, each may claim one-half of the personszl
exemption, or such exemption may, in accordance with an
agreement entered into by them, be taken by either or di-
vided between them in any proportion.

Arr, 25-4. Personal exemption of head of family—A head
of a family is an individual who actually supports and main-
tains in one houschold one or more individuals who are
closely connected with him by blood relationship, relation-
ship by marriage, or by adoption, and whose rizht fo exer-
cice family control and provide for these depandent indi-
viduals is based upon some moral or legal obligation. In
the absence of continuous actual residence tozether, whether
or not o person with dependent relatives is a head of a fam-
{ly within the meaning of the Act must depend on the char-
acter of the separation. If o father is absent on business,
or g child or other dependent is away af school or on a
visit, the common home being still maintained, the addi-
tional exemption applies. If, moreover, through force of
circumstances a parent is obliged to maintain his dependent
children with relatives or in a boarding hous= while he lives
elsewhere, the additional exemption may still apply. If,

10,000
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however, without necessity the dependent cohtinuously makes

his home elsewhere, his benefactor is not fhe head of a-

family, irrespective of the question of support. A resident
alien with children abroad is not thereby entitled to credit
as the head of'a family.. As to the amount of the exemp-
tion, see article 25-3.. - - ; o '
Arr, 25-5. Personal exemption of married person~—In the
case of a married man or married woman- the joint ex-
emption replaces the. individual exemption only if.the man

lives with his wife or the woman lives with .her husband..

In the absence of continuous actual residence together,

whether or not a man or woman has a wife or husband liv-.

ing with him or her within fhe meaning of. the Act must
depend on the character of the separation. If merely occa-
sionally and temporarily a wife is away on a visit or a hus-
band is away on business, the joint home being maintained,
the additional exgmption applies. The unavoidable absence
of a wife or husband-at a sanaforium.or asylum on-account
of illness does not preclude claiming the exemption. If, how-
ever, the husband voluntarily and continuously makes his
home at one place and the wife hers at another, they are
not living together within the meaning of the Act, irrespective
of their personal relations. A resident alien with a wife re-
siding abroad is not entitled to the joint exemption.

ART, 25-6, Credit for dependents—A taxpayer, other than

a nonresident alien who is not a resident of Canada or Meéx--
ico (see section 214), receives a credit of $400 for each person’

(other than husband or wife), whether related to him or not
and whether living with him or not, dependent upon and re-
ceiving his chief support from the taxpsyer, provided the
dependent is either (a) under-18, ‘or (b) incapable of self-
support because defective, T D

The credit is based upon actual financial dependency and
not mere legal dependency. Tt may accrue to & taxpayer who

is not the héad of a family, But a father whose children re--

ceive half or more of their support from a trust fund or
other separate source is not entifled-to the credit.- -

ART. 25-1. Personal exemption and credit for dependents
where status changes~—If the status of -the taxpayer changes
during the taxable year, fhe personal exemption allowed by
section 25 (b) (1) to a single person, a head of a family, or
a married person living with husband or wife, and the credit
for dependents allowed by section 25 (b) (2)- will be appor-
tioned according to the‘number of months during which the
taxpayer occupied each status. A taxpayer not having the
status of a head of a family or the status of .a married per-
son living with husband or wife-shall-be considered as hav-
ing the status of a single person. For the purpose of the

apportionment of the personal exemption and credit for de-.

pendents a fractional part of a month shall be disregarded
unless it amounts to more than half g.month, in which case
it shall be considered as a month. - In general, the pérsonal
exemption and credit for dependents allowable to any tax-
payer will be the sum of the amounts apportioned fo the
several periods of the taxable year during which each, status
was occupied. ‘ i ,
Ezxample (1).—A, who had been single during the pre-
ceding months of 1936, married B on July 20 and lived with
her during the remainder of the year. If a joint return is
made by A and B on the calendar year basis for 1936, the
personal exemption will be $2,208.33;.that is, 72 of $1,000
for A while single, plus %2 of $1,000 for B while single, plus
512 of $2,500 for the period during which they were married.

If separate returns are.made by A and B on the calendar

year basis for 1936, each may claim a personal exemption
of $1,104.17; that is, %2 of $1,000, plus % of %o of $2,500.
In the latfer case, however, the join{ exemption of % of
$2,500 may by, agreement be taken either by A or B or
divided between them in any proportion. . ) .
Ezample (2) —A and B, who were heads of families during
the first six months of 1936, were married on July 1,-1936, and
Iived together during the remainder of the year., If a joint
return is made by A and -B on ‘the calendar year basis for
1936, the personal exemption will be $3,750; that is, 14 of
$2,500 for A while the head of a family, plus 15 of $2,500 for
B while the head of a family, plus ¥ of $2,500 for the period

1 until June 30, 1936, when A, the husband,
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during which they were married and living together, If scpa-
rate returrs are made by A and B on the calendar year basls
for 1936, each may claim a personal exemption of $1,875;
that is, 1% of $2,500, plus 4 of 1. of $2,500. In the latter
case, however, the joint exemption of 32 of $3,500 may by
agreeraeént be taken either by A or B or divided hetween
them in any proportion.

Ezample (3) —A and B were married and living together
until November 30, 1936, when B, the wife, died. They had
no dependents. The executor or administrator in making a
return for'B may claim a personal exemption of $1,229.16;
that is, 35 of 112 of $2,500, or $1,145.83, for the period fi'om
the beginning of the taxable year to the date of the decedent’s
death, plus 145 of $1,000, or $83.33, for the period from the
dafe of the decedent’s death to the close of the taxable year.
If A, the surviving Spouse, makes a return for 1936 on the
calendar year basis, he may claim a personal exemption of
$1,229.16; that is, ¥% of 114 of $2,500, or $1,145.83, plus 12 of
$1,000, or $83.33. However, the combined personal exemption
of A and B for the period during which they were married
and living together, that is, 142 of $2,500, or $2,291.67, may
by agreement be taken either by A, or by B’s executor or
administrator in behalf of B, or divided between them in any
proportion,

Example (4) —A furnished the chief support of & child
under 18 years of age until the death of the child on June 20,
1936. If A makes a return on the calendar year basis for
1936, he is entitled, in addition to the personal exemption
allowed under section 25 (b) (1), to a credif for dependents
in the amount of $200; that is, %= of $400.

Ezample (5) —A and B were married and living together
ed. Prior to the
date of death, A was the chief support of a child 10 years
of age. B, the surviving spouse, was the chief support of the
child during the remainder of the year. If B makes a return
for 1936 on the calendar year basis, she is entitled, in addi-
tion to a personal exemption, to a credit for dependents in
the amount of $200; that is, %z of $400. The executor or
administrator in making ‘a return for A is entitled, in addi-
tion to a personal exemption, to a credit for dependents in
the amount of $200; that is, 912 of $400.

. SEc. 26. Credits of corporations—In the case of a corporation
the following credits shall be allowed to the extent provided in
the various sections imposing tax—

(a) Interest on obligations of the United States and its {nstri-
mentalities—The amount received as interest. upon obligations of
the United States or of corporations organized under Act of Con-
gress which is allowed fo an indfvidual as a credit for purposes of
normal tax by section 26 (a) (1) or (2).

(b)' Dividends received~85 per centum of the amount tecolved
as dividends from & domestic corporation which 1s subject to tog=
ation under this title. The credit alloywed by this subsection shall
not be allowed in respect of dividends received from & corporation
organized under the China Trade Act, 1922, or from o corpori~
tion which under section 251 is taxable only on its gross incomo
from sources within the United States by reason of its recelving a
large percentage of its gross income from sources within a posses-
sion of the United States.

(c) Contracts restricting payment of dividends.—

(1) Pronibition on payment of dividends—An amount equal
to the excess of the adjusted net Incomé over the aggregato of
the amounts which can be distributdd within the taxable year
as dividends without violating a provision of a written contract
executed by the corporation prior to May 1, 1936, which pro-
vision expressly deals with the payment of dividends. If o
corporation would be entitled to a credit under this paragraph .
because of a contract prousion and salso to one or more credits
because of other contract provisions, only the largest of suich
credits shall be allowed, and for such purpose if two or more
credits are equal in amount only one shall be takon into
account. - ol An R .

- (2) Disposition of profits of taxable year.—. amount ¢qual
to(tl)xe ;gz;tlon of the earnings and profits of the taxable year
which is required (by a provision of & written contract éxectited
by the corporation prior to Mdy 1, 1936, which provision expressly
deals with the disposition of earnings and profits of the taxeblae
year) to be pald within the taxable year in discharge of o dobt,
or to be irrevocably set aside within the taxable year for tho
discharge of a debf; to the extent that such amount has been
so pald or set aside. For the purposes of this paragraph, a ra-
quirement to pay or set aside an amount equal to a percentage
of earnings and profits shall be considered n requirement to pay
or set aside such ‘percentage of earnings tind profits. Ag used
in this phragraph, the word “debt” does not include a debt in«
curred after April 30, 1936. ' . .
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- (8) Double credit not allowed.—If both paragraph (1) and
paragraph (2) apply, the one of such paragraphs which allows
the greater credit shall be applied; and, if the credit allowable
under each paragraph is the same, only one of such paragraphs
shall be applied.

"(d) Bank affiliates~In ‘the case of & holding company afiiliate
{as defined in section 2 of-the Bankinz Act of 1933), the amount
of the earnings or profifs ‘which the Board of Governors of the
Federal Reserve System certifies to the Commissioner has been
devoted by such afilliate during the taxable year to the acquisi-
tion of readily marketable assets other than bank stock in com-
pliance with section 5144 of the Revised Statutes., The aggrezate
of the credits allowable under this subsection for all taxzable ycars
shall not exceed the.amount required to be devoted under such
section 5144 to such purposes.

(e) Neational mortgage associetions~In the case of o natlonal
mortgage association created under Title IIT of the Natlonal Hous-
ing Act, the amount of the earnings or profits which the Federal
Housing Administrator certifies to the Commissioner has been
devoted by such association during the taxzable year to the ac-
quisition of such reserves as the Administrator may require under
the provisions of section 303 of that Act.

"ArT. 26-1. Credit of corporation for interest on obligaiions

of the United States and its instrumentalities—The credit
allowed by section 26 (a) is an amount equal to the interest
received upon obligations- of the United States or of o cor-
poration organized-under Act of Congress (if such corpora-
tion is -an instrumentality of the United States and under
{he Act authorizing the issue of such obligations, as amended
and supplemented, such interest is in the case of individuals
exempt from normal tax) which is included in gross income
under section 22.
. ArT. 26-2. Credit in connection with contracts restricting
payment of dividends—{(a) The credit provided in section
26 (c) with respect to contracts restricting the payment of
dividends is not available under every contract which micht
operate to restrict the payment of dividends, but only with
respect to those provisions of ‘written contracts executed by
the corporation prior to May 1, 1936, which satisfy the
¢onditions prescribed in the Act. The charter of a corpora-
tion does not constitute a written contract executed by the
corporation within the méaning of section 26 (¢). ‘The pro-
visions recognized by the Act are of two general types, as
follows:

(1) Those which come within section 26 (¢) (1), in
. that they prohibit or limit the payment of dividends dur-
ing the taxable year; and
.. (2) Those which come within section 26 (¢) (2), in
. that they require the payment, or jrrevocable setting aside,
. within the taxable year, of a specified portion of the earn-
‘ings or profits of the taxable year for the discharge of a
"debt incurred on or before April 30, 1936.

If a corporation is restricted with respect to the payment
of dividends by two or more contract provisions coming
within section 26 (¢) (1), only the largest of the credits
.computed with respect to each of such provisions, and not
their sum, shall be allowable under section 26 (¢) (1) and,
for such purpose, if tivo or more credits are equal in amount,
-only one shall be taken into account. Howerver, section 26
{e) (3) provides that if both section 26 (¢) (1) and section
26 (¢) (2) apply, only the one of such paragraphs which
allows the greater credit shall be applied, and, if the credit
allowable -under each paragraph is the same, only one of
such paragraphs shall be applied.

(b) Prohibition on payment of dividends—The credit pro-
vided in section 26 (e¢) (1) is allowable only with respect to
a written contract executed by the corporation prior to May
-1, 1936, which expressly deals with the payment of dividends
and operates as a legal restriction upon the corporation as to
the amounts which it can distribute within the taxable year
as dividends. If an amounf can be distributed within the
taxable year as a dividend—

(1) in one form (as, for example, in stock or bonds of
the corporation) without violating the provisions of a con-
traet, but can not be distributed within the taxable year
as a dividend in another form, as, for example, in cash)
withouf violating such provisions, or

(2) at one time (gs, for example, during the last half
of the taxable year) without violating the provisions of a
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contract, but can not be distributed as a dividend af an-
other time within the taxable year (as, for example, dur-
ing the first half of the taxable year) without violating
such provision—

then the amount is one which, under szction 26 (¢) (1), can
be distributed within the taxable year as a dividend wi
out violatine such provisions.

The credit provided in section 26 (¢) (1) is equal fo the
excess of the adjusted net income, as defined in section
14 (a), over the agrregate of the amounts which can be dis-
tributed within the taxable year without viclating the pro-
visions of such contract. The requirement that the provisions
of the contract expressly deal with the paymenft of divi-
dends is not met in case (1) a corporation is merely required
to set aside periodically a sum to retire ifs bonds, or (2) the
contract merely provides that while ifs bonds are outstand-
ing the current assets shall not b2 reduced below a specified
amount.

The computation of the credit allowable under section
26 (¢) (1) may be fllustrated by the following examples:

Ezample (1) —For the calendar year 1936 the A Corpora-
tion (which was organized in 1918) has a net income (on
the acecrual basls) of $200,000, 2 normal tax liabilify of
$28,840, and an adjusted nef income of $171,160. At the
bezinnine of the taxable year is had $50,000 of accumulafed
earnings and profits. Xts earnings and profits of the taxable
year before deducting Federal income taxes amaunt fo
$210,000. The corporation hos second morigase 6 percent
bonds outstanding at the close of the year, issued prior fo
January 1, 1936, in the amount of $1,000,000. An amount of
the earnings and profits sufflelent to retire 10 parcent of such
bonds must, by the provisions of the underlying mortsage,
e get aside annually before any dividends can b2 paid on
its stocl:. The credit allowable under section 26 (c) (1) 1s
£40,000, computed as follows:

Adjusted net Income
Arsregate of amounts which ean ba distributed:
Earnings and profits of the taxable year
befora deductin®g Federal income faxes._. $210,000

8171, 160

Lcos mormal taw 283,840
181,160
Plus carnings and proflts at beginning of
taxablo yw cceumulated after February
28, 1013 §0,000
231,160
Less amount required for retirement of bonds 100,000
—— 131,160
Credit allotrable. 40,000

Ezxample (2) —Under the terms of a contract entered
into prior to January 1, 1936, Corporation B cbtained a lgan
of $300,000. The confract provided that as long as the
debt remains unpaid not more than 50 percent of the
annual earnings shall be used for the payment of dividends.
Corporation B has an adjusted net income (on the accrual
basis) of $162,660 and a normal tax liability of $27,340. The
current earnines and profits amounft to $140,000 before de-
ducting Federal income taxes and In addition thereto the
corporation had at the bezinning of its taxable year $40,000
reprezentine earnlngs and profits accumulated affer Febru-
ary 28, 1913. The credit allowable under section 26 (¢) (1)
is $66,330, computed as follows:

Adjusted net income
Ancregate of amounts which can ba distributed:
Current earnings and profitS.ceaoceeo—eo__ $8140,000

$162, 660

Less normal tax 27,340
Cwrrent earnings and profits u.vmnable._.- 112, €50
Plus earnings and profits at bo, o of
taxable year accumulated after February
28, 1913 40,000
Total 152, 660
Iecs amount restricted: §0 percent of
current o3, 1. o, 69 porcent of
£112,660 56.330
—_— 85,830
Credit allowable. €5,330
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(c) Disposition of profits of tazable year.—Under the pro-
visions of section 26 (c¢) (2), a corporation is allowed a
credit in an amount equal to that portion of the earnings
and profits of the taxable year which, by the terms of a
written contract executed by the corporation prior to May
1, 1936, and expressly dealing with the d1spos1t10n of the
earnings and profits of the taxable year, it is required within
the taxable year to pay in, or irrevocably to set aside for,
the discharge of a debt incurred on or before April 30, 1936.
The credit is limited to that amount which is actually s0
paid or irrevocably set aside during the taxable year pur-
suant to the requirements of such a contract.

Only a contractual provision which expressly deéals with
the disposition of the earnings and profits of the taxable
year shall be recognized as a basis for the credit provided
in section 26 (¢} (2). A corporation having outstanding
bonds is not entitled to a._credit under a provision merely
requiring it, for example, (1) to refire annually o certain
percentage or amount of such bonds, (2) to maintain a sink-
ing fund sufficient to retire all or a certain percentage of
such bonds by maturity, (3) to pay into a sinking fund for
the retirement of such bonds a specified amount per thou-
sand feet of timber cut or per ton of coal mined, or (4) to
pay into a sinking fund for the retirement of such. bonds
an amount equal to a certain percentage of gross sales or
gross income. Such- provisions do not egpressly deal with
the disposition of earnings and profits of the taxable year.
A contractual provision, however, shall not be considered as
not expressly dealing with the disposition of earnings and
profits of the taxable year merely because it deals with such
earnings and profits in terms of “net income”, “net earn-
ings”, or “net profits.”

The term “debt” as used in section 26 (¢) (2) does not
include an obligation of the corporation to & shareholder, as
such, as distinguished from a credifor. Accordingly,
amounts paid into, or set aside for, a sinking fund by a cor-
poration for the retirement of preferred stock, pursuant to
the terms of an agreement underlying the preferred stock
issue, shall not be considered as set aside for discharge of a
debt. An indebtedness evidenced by bonds or other similar
obligations issued by a corporation is incurred as of the date
such obligations are issued, and the amount of such indebted-
ness is the amount represented by the face value of the obli-
gations. For the purpose of this article a bond or other
similar obligation is not issued until it is executed and de-
livered to a person who holds it as g debt of the corporation.
Bonds issued after April 30, 1936, in exchange in refunding
a, preexisting issue represent debts incurred after April 30,
1936, within the meaning of section 26 (¢) (2).

ART. 26-3. Bank afiiliates—~The credit provided in section
26 (d) is allowed—

(1) to a holding company affiliate of a bank, as defined
in section 2 of the Banking Act of 1933, which holding
company affiliate holds, at the end of the taxable year, a
general voting permit granted by the Board of Governors
of the Federal Reserve System;

(2) in the amount of the earnings or profits of such
holding company affiliate which, in compliance with sec-
tion 5144 of the Revised Statutes, has been devoted by it
during the taxable year to the acquisition of readily mar-
ketable assets other than bank stock;

(3) upon certification by the Board of Governors of the
Federal Reserve System to- the Commissioner that stich an
amount of the earnings or profits has been so devoted by
such afiiliate during the taxable year.

No credit is allowable either for the amount of readily mar-
ketable assets acquired and on hand at the beginning of the
first taxable year subject to the Revenue Act of 1936 or for
an amount of readily marketable assets in excess of what
is required, by such section 5144, to be acquired by such
afiliate.

Every taxpayer claimmg and making a deduction for the
credit provided for in section 26 (d) shall ‘attach to its re-
twrn o supplementary statement, in duplicate, setting forth
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ali the faets and information upon which the claim is predi-
cated, including such facts and information as the Board of
Governors of the Federal Reserve System may prescribe as
necessary to enable it, upon the request of the Commissioner
subsequent to the filing of the return, to certify to the Com-
missioner the amount of earnings or profits devoted to the
acquisition of such readily marketable assets. A certified
copy of such supplementary statement shall be forwarded by
the taxpayer to the Board of Governors af the time of the
filing of the return. The holding company affiliate shall also
furnish the Board of Governors such further informationt as
the Board shall require. For the requirements with respect
to the amount of such readily marketable assets which must
be acquired and maintained by 2 holding company afilliate
to which a voting permit has been granted, see subseotions
(b and (¢) of section 5144 of the Revised Statutes (para-
graph 56 of the Appendix fo these regulations).

SEeC. 27. Corporation Credit for Dividends Pald—

(a) Dividends paid credit in general—For the purposes of thls

title, the dividends paid credit shall be the amount of dividonds
paid during the taxable year.

ArT. 27 (a)-1. Dividends paid credit in general—(a) Al-
lowance—The amount of the dividends paid credit pro-
vided by section 27 is the amount of the dividends paid dur-
ing the taxable year, subject, however, to the qualifications,
limitations, and exceptions prescribed in subsections (b)
to (h), inclusive, of section 27. See also section 121 with
respect to dividends paid on preferred stock owned by the
United States or instrumentalities thereof.

(b) When dividends are considered naid~—A dividend
will be considered as paid when it is received by the share-
holder. A dividends paid credit can not be allowed unless
the shareholder receives the dividend during the taxable
year for which the credit is claimed.

If a dividend is paid by check and the check bearing a
date within the taxable year is deposited in the mails, in
a cover properly stamped and addressed to the shareholder
at his last known address, at such time that in the or-
dinary handling of the mails the check would be recelved
by the shareholder within the taxable year, a presumption
arises that the dlvidend was paid to the shareholder in
such year

The payment of a dividend during the taxable year to
the authorized agent of the shareholder will be deemed pay-
ment of the dividend to the shareholder during such year.

If a corporation, instead of paying the dividend directly
to the shareholder, credits the account of the shareholder

on the books of the corporation with the amount of the
dividend, the credit for a dividend paid will not be allowed
unless it be shown to the satisfaction of the Commissioner
that such crediting constituted payment of the dividend
to the shareholder within the taxable year.

A credit will not be allowed for the amount of & dividend
credifed during the taxable year upon an obligation of the
shareholder to the corporation unless it is shown to the
satisfaction of the Commissioner that such crediting con-
stituted payment of the dividend to the shareholder within
the taxgble year.

In-the case of a stock.dividend, if the shares (other than
fractional shares payable to bearer) constituting the dividend
are not entered or registered on the books of the corporation
in the name of the shareholder (or his nominee or frans-
feree) within the taxable year, the dividend will not be
deemed to have been paid in such year. Delivery of o cer-
tificate, or certificates, for such new shares, within the tax-
able year, constitutes prima facle evidence of the payment
of the dividend.

If the dividend is payable in obligations of the corporation,
they should be entered or registered in the taxable year on
the books of the corporation, in the name of the share-
holder (or his nominee or transferee), and, in the case of
obligations payable to bearer, should be recelved in the tax-
able year by the shareholder (or his nominee or transferee),
to constitute payment of the dividend within the taxable
year. .
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In the case of a dividend from which the tax has been de-
ducted and withheld as required by section 143 or 144, the
dividend is considered as paid when such deducting and
withholding occur.

(¢) Methods of accounting—The determination of whether
a dividend has been paid to the shareholder by the corpora-
tion during its taxable year is in no way dependent upon the
method of acecounting regularly employed by the corporation
in keeping its books or upon the method of accounting upon
the basis of which the net income of the corporation is
computed. See section 43.

(d) Records—Every corporation claiming & dividends
paid credit shall keep such permanent records as are neces-
sary (1) to establish that the dividends with respect to
which such credit is claimed were actually paid during the
taxable year and (2) to supply the information required to
be filed with the income tax return of the corporation. Such
corporation shall file with its return (a) a frue copy of the
dividend resolution; and (b) a concise statement of the
pertinent facts relating to the payment of the dividend,
clearly specifying (1) the medium of payment and (2), if
not paid in money, the fair market value and adjusted basis
(or face value, if paid in its own obligations) on the date
of distribution of the property distributed, and the manner
in which such fair market value and adjusted basis were
determined. Canceled dividend checks and recelpts obtained
from shareholders acknowledging payment of dividends paid
otherwise than by check need not be filed with the return
but shall be kept by the corporation as & part of its records.

[SEc. 27. Corporation Credit for Dividends Paid.]

(b) Dividend carry-over—In computing the dividends pald credit
for any taxable year, if the dividends paid during the taxable

year are less than the adjusted net income, there shall be allowed
as part of the dividends pald credit, and in the following order:

(1) Dividends pald during the second preceding taxable year
in excess of the adjusted net income for such year, to the
extent not needed as a dividends pald credit for the taxsble
year preceding the tazable year the tax for which is helng
computed; and

(2) Dividends paid during the first preceding tasgble year in
excess of the.adjusted net income for such year.

No credit shall be allowed for dividends pald by a corporation
prior to its first taxable year under this title.

Art. 27 (b)-1. Dividend carry-over—A corporation is
allowed under section 27 (b) to include in its dividends paid
credit a dividend carry-over from certain preceding taxable
years, in addition to the credit for dividends paid during the
taxable year. If in the taxable year no dividends are actu-
ally paid or if in such year dividends actually paid are less
in amount than the adjusted net income for such year,
there shall be included as part of the dividends paid credit
for such taxzable year in the following order—

(1) the amount by which dividends which were actually
paid during the second preceding taxable year exceeded
the adjusted net income for such year, but only to the
extent that the excess was not needed as part of the
dividends paid credit for the first preceding taxable year
(whether or not the part needed was actually included
in the dividends paid credit of such first preceding tax-
able year); and

(2) the amount by which the dividends actually paid

during the first preceding taxable year exceeded the ad-

justed net income for such year.,

‘The Act prohibits any part of the dividend carry-over from
consisting of dividends paid by the corporation during any
taxable year or period beginning prior to January 1, 1936.
The first tazable year or period for which & corporation
may avail itself of the benefit of the dividend carry-over
is its second taxable year or period beginning after Decem-
ber 31, 1935.

Every corporation claiming a dividend carry-over for any
taxzable year or period shall file with its return for such
year or period a concise statement setting forth the amount
of the dividend carry-over claimed and all material and
pertinent facts relative thereto, including a detailed schedule
showing the computation of the dividend carry-over claimed.
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The application of section 27 (b) may be illustrated by the
following examples:

Ezample (1) —~The N Corporation has an adjusted net in-
come of $80,000 for the calendar year 1936, and during that
year pays dividends aggregating $80,000. For the calendar
year 1937 the corporation has an adjusted net income of
$120,000 and during that year pays dividends in the amount
of $50,000. The dividends paid credit for the calendar year
1937 is $60,000, computed as follows:

Dlvidends pald during 1938 $90, 000

Adjusted net incomo for 1936, 80,000
Excess of dividends pald during 1936 over adjusted

net Income for that year. 10,000

Dividends pald durlng 1837. 59,000
Plus excess of dividends patd during 1936 over adjusted net

income for 1930. 10,000

Dlvidends patd credit for 1937 €0, 000

Ezample (2) —The R Corporation has an adjusted nef in-
come of $60,000 for the calendar year 1936 and during thab
year pays dividends agerezating $75,000. For fhe calendar
year 1937 the corporation has an adjusted nef income of
$100,000 and during that year pays dividends aggregating
$90,000. During the calendar year 1938 the corporation pays
dividends of $50,000, the adjusted net income for that year
being $80,000. The dividends paid credit for the calendar
year 1937 is $100,000, computed as follows:

Dividends paid during 1837
Portion of $16,000, tho excecs of dividends pald during

1936 (875,000) over adjucted net income for that year
(£€0,000) npecded o3 o dividends pald credit for 1837... 10,000

Dividends pald credit for 193T7. 100,000

The dividends paid credit for the calendar year 1938 is
$55,000, computed as follows:

§80,000

rl?livldendﬂ pald during 1938 $50,000
uss:
The excess of dividends paid during 1936 over adjusted
net income for that year (875,000—£60,000, or
£16,000), to the extent not needed as dividends paid
credit for 1937 (815,000—010000) e ___ 5,000

Excess of dividends paild durlng 1837 over adjusted
net income for that year. Nonsz

Dividends pald credit for 1938 55,000

As applied to this example, the Act provides for a 2-year
dividend carry-over in computing the dividends paid credif
for 1938, since the excess ($15,000) of the dividends paid
during 1936 over the adjusted net income for that year is
allowed as part of the dividends paid credit for 1937 and
1938, $10,000 of such excess belng applicable fo 1937 and the
remaining $5,000 to 1938. Of the $15,000 excess, the entire
amount of $10,000 (the difference between the adjusted net
income of $100,000 and the dividends of $90,000 paid during
1937) must be applied, if at all, as part of the dividends paid
credit for 1937,

[8ce. 21. Corparation Credit for Dividends Paid.]

(c) Dividends in I:ind—If o dividend i3 pald in property other
than monoy (including stock: of the corporation if held by the
corporation 05 on Investment) the dividends pald credit with
respect thercto chall be the adjusted basis of the property In the
hands of the corporation at the time of the payment, or the fair
market value of the property at the time of the payment, which-
gver Is the lower.

Arrt, 27 (¢)-1. Dividends in Eind —Section 27 (c) imposes
limitations upon the extent to which dividends paid in assefs
(other than money) may be recoznized for purnoses of defer-
mining the amount of the dividends paid credit. Irrespective
of the form of the corporate resolution by which a dividend
Is declared, if the dividend is ultimately and actually paid
by the corporation in any property other than money, con-
stituting its corporate assets, the amount of the dividends
paid credit to which the corporation is entitled with respzct
thereto can not exceed the lesser of the two following
amounts determined as of the time of payment:

(1) The adjusted basls of such property in the hands
of the corporation as provided for in section 113; or
(2) The fair market value of such property.
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As used in this article the term “property” includes shares
of capital stock of the corporation making the dividend
distribution if such shares of stock are held by it as an
investment. Unless shown to the contrary, shares of capital
stock once issued, but thereafter acquired by the corporation
in any manner Whatsoever, but not retired, shall be deemed
to. be held by the cmporatxon as an mvestment The term
“property” also includes obligations upon ‘Which the corpo-
ration making the dxstnbutmn is hable as a guarantor,
indorser, or surety.

The application of section 27~ (c) may be illustrated by
the following example: -

Ezxample—The S. Corporation, in 1930, purchased stock of
the ¥ Corporation for $100,000. In-1936 such stock had a
fair market value of $70,000. During the period of its owner-
ship of such stock, the S Corporation received distributions
amounting to $5,000 ouf of earnings or profits of ¥ Corpora-
tion accumulated before March 1, 1913. In 1936 the corpora-
tion used such stock for the payment of a dividend. The
diyidends paid’ credif for 1936 is $70,000, computed as

follows' .
Purchase prlce, or cost of stnr-k : . $100, 000
Less tax-free, distrlbuﬂnn . 5,000

Adjusted basls of stock In the hands of the corpo- - . °

' ration at the time of the dividend payment..____ ;95,000
Fair market value of stock at the time of the diyidend -

payment. 0, 060

Dividends paid credit. for 1936 '70, 000

time of the dividend pdyment is less than the adjusted basis
($95,000) of the stock in the hands of the corporation at the
time of the dividend payment, the lesser amount ($70,000)
should be used as the dividends pa1d cred1t for 1936 with
respect to such stock.

' [Bec.27. Corporation Credit for-Dividends Paid.} -

(d) Dividends in obligations of the corporation.—If a dividend is
paid in obligations of the corporation, the amount of the dividends
paid credit with respect thereto shall be the face value of the
obligations, or thelr fair market value at the time of the: payment,
whichever {s the lower. . If the falr market value is lower than the
face value, then when the obllgation is redeemed by the corpora-
tion, the excéss of the amount ™for which redeemed over the fair
market value at the time of the dividend payment (to the extent
not allowable as & deduction In computing net income for any
taxabl¢ year) shall be-treated as a dividend phid in the tazable
year in which the redemption occurs.

Art, 27 (d)-1. -Dividends in oblzgatzons of the corpora-
tion~—Section 27 (d) is concerned 'solely with the amount
of dividends paid credit allowablé'to the .extent that divi-
dends are paid by a corporation in-ifs own obligations. If
the Corporation ultimately pays a dividend in its own obliga-
tions (regardless of the form of- the corporate resolution by
which the dividend is declared), the amount of the dividends
pald credit to which it is entitled with respect thereto for fhe
year in which such dividend is paid is limited to the lesser
of the face value or fair market value of such obligations as
of the date of payment If ‘the dividends paid credit as of
the date of payment is limited to the fair market value of
the corporate obligations distributed, the corporation be-
comes entitled to an'additional dividends paid credit for
the taxable year in- which it redeems-such obligations, but
only in the event that the amount at which such obligations
are redeemed is higher-than their fair market value at the
time of the distribution. The amount of such additional
dividends paid credit is in excess of the price at which such
obligations are redeemed over their’ fair market value at
the time of the distribution, subject to the restriction that
such excess be diminished by any amounts which were al-
lowable as deductions for amortized bond discount or bond
issue commissions and expenses allocable to the obligations
redeemed in computing the net income of the corporation
for any taxable year. A corporation is entitled to such addi-
tional dividends paid credit regardless of the identity of the
holders of the obligations at the time of their.redemption.

The term “obligations” as used in this article means any
legal liability on the part of the corporation (not including
liability as a g-uarantor, indorser, or surety), regardless of
when incurred, to pay & fixed or determinable sum of money,
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evidenced m writing executed by the corporation. The term
“redeemed” as used in this article includes (1) repurchase
in the open market for investment or sinking fund purposes,
(2) retirement, or (3) cancella,tion of the obliga,tions before
at, or after maturity, '

‘The application of section 27 (d) -may be illustrated by tho
following ekample:

Ezample—The X Corporation declared o dividend of
$85,000 in 1936, payable in that yéar in its 5 percent bonds
at 85. Pursuant to such -declaration, bonds having an ag-
gregate face value of $100,000 were issued during' 1936 In
payment ‘of the d1v1dend “The fair market value of the bonds
at the time of issuance was $75,000. 'The dividends paid
credit for 1936 is the fair market value of the bonds at the
time of the dividend payment ($75,000), since such fair
market value is lower than the face va.lue (3100,000) of the
obligations.

The corporation prior to the redemption of the bonds at

face value deducted in ifs returns over the life of the bonds

the $15,000 bond discount resulting from the payment In
1936 of the $85,000 dividend in bonds having a face value

.of $100, 000. The dividends paid credit with respect to the

bond redemption for the taxable year in which the redemp-
tion of the bonds occurs is $10 000, computed as follows!
Redemption prjce of bonds - $100, Q00

'Less fair inarket value of bonds when cuvldend was pald

in 1936 . 76,000
s ettt ittt
Diﬁ'erence .......... 25, 000

Since the falr market. .value of the stock ($70,000) at the :LESS bond discount anowed as a deduction in computlng

net income ; 15,000
-Amount treated as dividend ,paid in tamablo year
in which redemption occurs . 10, 000

[SEc. 2T. Corporation Credit jor Dividends Paid.]

(e) Tazable stock dividends—In case of g stocl: dividond or
stock right. which s a taxable-dividend in the handg of sharo-
holders under section 115 (1), the dividends pald creédit with ro-
spect thereto shall be the fair market value of the stock or the
stock right at the time of the payment.

" Ary. 27 (e)-1. Taxaeble stock dividends—The dividends
paid credit provided by section 27 with respect to distribu-
tions in sfock dividends or'stock rights is limited by section
27 (e) to distributions which are taxable dividends in the
hands of sharehvlders under section 115 (f) and article
115=3. - Such credit, however, ig limited in amount to the
fair market -value of such stock or stock rights at the time
of the payment of the dividend. As to a distribution by a
corporation of its own capital stock held as an investment,
see article 27 (e)-1. . -

[SEc. 27. Corporation Credit for Dividends Paid.]
© (£) Distributions in liquidation.—In the case of pmounts dig-
tributed In liquidation the part of such distribution which s
properly chargeable to the earnings or profits acoumulated after
February 28, 1913, shall, for the purposes of computing the divi-
dends pafd credit under this sectlon, be treated as a taxable
dividend paid,

ArT, 27 (£)-1. Dividends paid credit for distributions in
liguidation.—(a) Distributions which diminish earnings or
profits—To the general rule that the dividends pald credit
is allowable only wifh respect to taxable dividends pald,
section 27 (f) makes one éxception, namely, for that part
of an amount distributed in liquidation which, under the
Act, constitutes a distribution of, and is properly chargeable
to, earnings or profits accumulated after February 28, 1013.
Thus, a distribution either in complete or partial Hquidation
of a corporation is treated by the Act as one constituting in
part a distribution of, and being properly chargeable to,
earnings or profits, if—

(1) Under the provisions of section 115 (¢), the amournts
"distributed in liquidation are treated as received in pay-
ment in exchange for the stock; and

(2) Under the provisions of section 112, the gain or loss,
if any, trom such exchange is recognized.

In such a case, a dividends paid credit is allowable for the
amount actually involved in such distribution which i
properly chargeable to the earnings or profits accumulated
after February 28, 1913, even though the method of taxation
of the distribution is that ordinarily employed with respect
to the gain or loss realized and recognized upon an exchange,
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rather than that employed with respect to a taxable
dividend.

On the other hand, certain transactions described in sec-
tions 112 and 115 are treated, for the purposes of the Act,
not as distributions to the shareholders of earnings or profits,
but as transfers of such earnings or profits intact to another
corporation in whose hands such earnings or profits, being
available for distribution by it as dividends to its shareholders,
have essentially the same status for the purposes of the Act
as earnings or profits derived from its own operations. Char-
acteristic of these transactions is the circumstance that the
gain or loss realized from the receipt by the shareholders of
property is not recognized by the Act. No dividends paid
credit is allowable with respect to such transactions.

" (b) Amount properly chargeable to earnings or profits.—
In the case of a distribution in liquidation with respect to
which a dividends paid credit is allowable (see paragraph (a)
of this article) the amount of the credit is equal to the part
of such distribution which is properly chargeable to the earn-
ings or profits accumulated after February 28, 1913. To de-
termine the amount properly chargeable to the earnings or
profits accumulated since February 28, 1913, there must he
deducted from the amount of the distribution that parb
allocable to capital account. The capital account, for pur-
poses of these regulations, includes not only amounts repre-
senting the par or stated value of the stock with respect to
which the liquidating distribution is being made but also that
stock’s proper share of the paid-in surplus, and such other
corporate items, if any, which, for purposes of income tax-
ation, are- treated like capital in that they are not faxable
dividends when distributed but are applied against and re-
duce the basis of the stock. The remainder of the distribu-
tion in liquidation is, ordinarily, properly chargeable {o the
earnings or profits accumulated since February 28, 1913,
The application of this paragraph may be illustrated by the
following example: : - :

Example—~The Y Corporation was organized on January
1, 1910, with an authorized and outstanding capital stocle of
2,000 shares of common stock of a par value of $100 each
and 1,000 shares of participating preferred stock of a par
value of $100 each.. The preferred stock was to receive an-
nual dividends of $7 per share and $100 per share on com-
plete liquidation of the corporation in priority to any pay-
ments on common stock, and was to participate equally with
the common stock in either instance after the common stock
had received a similar amount. However, the preferred stock
was redeemable in whole or in part at the option of the board
of directors at any time at $106 per share plus its proportion
of the earnings of the company at the time of such redemp-
tion. In 1910 the preferred stock was issued at $106 per
share, for a total of $106,000, and the common stock was
issued, at $100 per share, for a total of $200,000. On July
15, 1936, the company had & paid-in surplus of $6,000, con-
sisting of the premium received on the preferred stock, earn-
ings or profits of $30,000 accumulated prior to March 1, 1913,
and earnings or profits accumulated since February 28, 1913,
of $75,000. On July 15, 1936, the option with respect to the
preferred stock was exercised and the entire amount of such
stock was redeemed at $141 per share or o total of $141,000
in a transaction upon which gain or loss to the distributees
resulting from the exchange was determined and recognized
under the Act, such transaction being only a partial liquida-
tion under section 115 (¢). The amount of the distribution
allocable to capital account was $116,000 ($100,000 attribu-
table to par value, $6,000 attributable to paid-in surplus, and
$10,000 attributable to earnings or profits accumulated prior
to March 1, 1913). The remainder, $25,000 ($141,000, the
amount of the distribution, less $116,000, the amount allo-
cable to capital account) is properly chargeable to the earn-
ings or profits accumulated since February 28, 1913, and is
allowable as a dividends paid credit.

(¢) Credit in respect of earnings or grofits transferred
under certain tax-free transactions—If, as a result of one
or more iransactions described in section 112, a corpora-
fion’s earnings or profits accumulated after February 28,
1913, and its undistributed earnings or profits of the taxable
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year, shall have become the earnings or profits of another
corporation subject to distribution as dividends by such
other corporation, any dividend pald by the transferee cor-
poration during that portion of the ftransferor’s taxable
year subsequent to the consummation of such tax-free trans-
action may, subject to the provisions of section 115, b2 ap-~
portioned and allocated to the transferor as a distribufion
out of such earnings or profits of the transferor. The reso-
Iution of the hoard of directors of the transferee shall spacifi-
cally desirnate the distribution, or part thereof, so appor-
tioned and allocated. For the purposes of the dividends paid
credit, any such distribution so allocated shall be treafed as
a dividend paid only in the computation of the credit allaw-
able to the transferor, and must be consistently so treated
by both corporations for the cwrrent and succeeding tax-
able years. Each corporation shall file as a part of its re-
turn for the taxzable year involved, (1) a statement setting
forth conecisely all of the material facts, including the date
and the character of the fransaction under section 112, the
status at that time of the earnings or prafifs of both cor-
porations, the date and amount of all dividend distributions
subsequently made, and the particular distribution or por-
tion thereof desienated as effectinz a distribufion of the
earnings or profits of the transferor corporation; and )
o certified copy of the resolution of the koard of directors
of the transferce corporation with. respect to the distribu-
tion. No dividends paid eredit based upon such apportion-
ment and allgcation will b2 allowed unless the Commissioner
is satisfled that the transferor corporation is entitled thereto
pursuant to the provisions of this paragraph and that there
has bzen a full compliance with the requirements of this
paragraph. The provisions of this paracraph may be illus-
trated by the following exomple:

Ezample—~The P Corporation, which keeps ifs books and
males its income tax returns on the basis of a fiseal year
ending arch 31, ovned all of the capifal stock of tha S Cor-
poration. The S Corporation, which Leeps ifs baoks and
makes it5 returns on the calendar year basis, was completely
Haquidated on December 1, 1936. Af that time, the S Cor-
poration had earninss or profits accumulated subsequent fo
February 28, 1913, in the amount of $50,000, in addifion to
earnings or profits for 1926 of $20,000, and an adjusted net
income of $45,000. It had paid no dividends prior to iis
liquidation. The P Cornoration had earnings or profits
accumulated subsequent to February 23, 1913, in the amount
of $60,000 in addition to earnings or profits of the tazable
year computed as of the end of the year in the amount of
$80,000, and an adjusted nst income in the amounft of
$60,000. The P Corporation pays dividends as follows: June
15, 1936, 325,000; September 15, 1936, $25,000; Dacember 15,
1936, $25,000; and March 15, 1937, $25,000. No poriion of
the dividends paid on June 15 and September 15 prior fo the
liquidation and no portion of the dividend paid on Maxch 15,
1937, after the close of the taxable year of the § Corporation
may bz allocated to the S Corporation. The dividend paid
on December 15 may, by appropriate corporate action, ke
made as one effecting o distribution ouf of the current earn-
ings or profits of the S Corporation o the extent of $20,000.
o part of that distribution may be allocated fo the S Cor-
poration’s accumulated earnings or profits since, under see-
tion 115 (b), the earnings or profits of the P Corporation
and the 8 Corporation for the taxable year ($100,000) are
sufiicient in amount to cover all the distributions made dur-
ing that year ($100,000).

[Sre. 27, Corporation credit for dividends paid.)

(g) Preferential dividends—No dividends pald credit shall be
allowed with respect to any distribution unless the distribution is
pro rata, cqual in amount, and with no preference to any share of
gtock as compared with other chares of the samae class.

ART. 27 (g)-1. Preferential distributions—Secion 27 ()
imposes o limitation upon the general rule that a corpora-
tion is entitled to a dividends paid credit with respect fo-all
dividends which it actually pays during the faxable year.
Before a corporation may be entitled to any dividends paid
credit with respect to a distribution, regardless of the me-
dium in which the distribution is made, every shareholder
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of the class of stock with respect to which the distribution
is made must be treated the same as every other shareholder
of that class. The limitation imposed by the Act is unquali-
fled and the existence of a preference is sufficient to prohibit
allowance of the dividends paid credit regardless of the fact
(1) that such preference is authorized by all the shareholders
of the corporation, or (2) that the part of the distribution
received by the shareholder benefited by the preference is
taxable to him as a dividend. A corporation will not be en-
titled to a dividends paid credit with respect to any distribu-
tion upon a class of stock if there is distributed to any share~
holder of such class (in proportion to the number of shares
held by him) more or less than his pro rata part of the dis-
tribution as compared with the' distribution made to any
other shareholder of the same class. 'The disallowance of the
dividends paid credit, where any preference or inequality in
fact exists, extends to the entire amount of the distribution
and not merely to a part of such distribution. The term
“distribution,” as used in this article, includes a dividend as
defined in section 115, and a distribution in liquidation re-
ferred to in section 27 (£).

The application of the provisions of section 27 (g), relat-
ing to distributions which are preferential or unequal in
amount, may be illustrated by the following examples:

Ezample (1) —A, B, C, and D are the owners of all the
shares of class A common stock in the M Corporation, which
makes its income returns on a calendar year basis.” With
the consent of all the shareholders, the M Corporation, on
July 15, 1936, declared a dividend of '$5 a share payable
in eash on August 1, 1936, to A. On September 15, 1936,
it declared a dividend. of $5 a. share payable in cash on
October 1, 1936, to B, C, and D. No dividends paid credit
for the taxable year 1936, is allowable to the M Corporation
with respect to any part of the dividends paid on August 1,
1936, and October 1,1936.

Ezample (2) .—The N Corporation has a capital of $100,-
000 (consisting of 1,000 shares of common stock of a par
value of $100) and earnings or profits accumulated after
February 28, 1913, in the amount of-$50,000. In -the year
1936, the N Corporation distributes $7,500 in cancellation of
50 shares of the stock owned by three of the four share-
holders of the corporation. No dividends paid credit is
allowable under section 27 (g) with respect to such dis-
tribution. - . .

[SEc. 27, Corporation Credit jor Dividends Paid.]

(h) Nontarxable distributions—If any part of a distribution (in-
cluding stock dividends and stock rights) is not a taxable divi-
dend in the hands of such of the shareholders as are subject to
taxation under this title for the period in which the distribution
is rﬂaggﬁno dividends paid credit shall be allowed. with respect to
suc o ! [

Art. 27 (h)-1. Nontazable distributions—No dividends
paid credit shall be allowed with respect to any part of the
distribution by & corporation fo its shareholders which is—

(@) not out of earnings or profits of the taxable year or
out of earnings or profits of the corporation accumulated sub-
sequent to February 28, 1913 (see section 115), or, in the case
of distributions in liquidation, not properly chargeable to
earnings or profits of the corporation accumulated after Feb-
ruary 28, 1913, under-article 27 (£)-1;

(b) in the case of a corporation which was classified as a
personal service corporation under the Revenue Act of 1918
or the Revenue Act of 1921, out of earnings or profits which
were taxable in accordance with the provisions of section 218
of the Revenue Act of 1918 or section 218 of the Revenue Act
of 1921 (see section 115 (e)); or ‘

(e¢) a distribution in stock of the corporation or rights to
acquire its stock which, does not constitute income to its
shareholders within the meaning of the sixteenth amendment
to the Constitution (see section 115 (£) and articles 115-3
and 115-4).

The effect of subsections (g) and (h) of section 27 is that
no dividends pald credit is allowed with respect to any distri-
bution unless each of the shareholders of that class, who are
subject to taxation under Title I for the period in which- the
distribution is made, receives a taxable dividend as a result of
the distribution. '
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The application of section 27 (h) may be illustrated by
the following examples:

Ezample (1) —A, B, C, and D are the shareholders of the
Y Corporation, which makes its returns on the calendar year
basis, D being an educational corporation, exempt from in-
come tax under section 101. On July 15, 1936, the Y Cor~
poration paid a dividend (within the meaning of section 116)
in cash of $1,000. A and B make their returns on the cal-
endar year basis, but C makes his return on the basis of the
fiseal year ending July 31. The Y Corporation is entitled to
a dividends paid credit in the amount of $1,000 with respeoct
to the dividends paid on July 15.

Ezample (2) —If the facts in the preceding example
are the same, except that A and B make their returns on the
basis of the fiscal year ending July 31, the Y Corporation
is entitled to a dividends paid credit in the amount of $1,000
with respect to the dividends paid on July 15.

CHAPTER VI
Credits Ageainst Tax

' Part IIT—Credits Against Tax

Sec. 81, Tazes of Foreign Countries and Possessions of Unitecd
States—The amount of income, war-profits, and oxcesg-profits
taxes imposed by foreign countries or possessions of the United
States 'shall be allowed as & credit against the tax, to the oxtent
provided in section 131.

Sec. 32, Tazee Withheld at Source—~The amount of {ax with-
held at the source under section 143 or 144 shall be allowed as o
credit against the tax.

Sec._33..Credit for Overpayments—For credit against tho tax
of overpayments of taxes Imposed by this title for other taxablo
years, see section 322,

CHAPTER VII
Accounting Periods and Methods

Part IV—-—Accounting Periods and Methods of Accounting

Sze. 41. General Rule—The net income shall be computed upon
the basis of the tazpayer’s annueal accounting period (flscal year
or calendar year, as the case may be) In ‘accordance with the
method of accounting regularly employed in keoping the books
of such taxpayer; but if no such method of accounting has been
so employed, or if the method employed does not clearly roflect
the income, the computation shall be made in accordance with
such method as in the opinion of the Commissioner does clearly
reflect the income. If the takpayer’s annusl dccounting pertod
is other than a fiscal year as defined in section 48 ox if the tax-
payer has no annual accounting perlod or does not keop books,
the net income shall be computed on the basls of the calendar
year. (For use of inventories, see section 22 (c).)

ART. 41-1. Computation of net income—~—Net income must
be computed with respect fo a fixed period. Usually that
period is 12 months and is known as the taxable year. Items
of income and of expenditures which as gross iicome and
deductions are elements in the computation of net income
need not be in the form of cash. If is sufficient that such
items, if otherwise properly included in the computation,
can be valued in terms of money. The time as of which any
item of gross income or any deduction is to be accounted for
must be determined in the light of the fundamental rule
that the computation shall be made in such & manner as
clearly reflects the taxpayer’s income. If the method of
accounting regularly employed by him in keeping his books
clearly reflects his income, it is to be followed with respect
to the time as of which items of gross income and deduc-
tions are to be accounted for. (See articles 42-1 to 42-3.)
If the taxpayer does not regularly employ & method of ac-
counting which clearly reflects his income, the computation
shall be made in such manner as in the opinion of the
Commissioner clearly reflects it.

ART, 41-2. Bases of computation and changes in account-
ing methods—Approved standard methods of accounting
will ordinarily be regarded as clearly reflecting income. A
method of accounting will not, however, be regarded as
clearly reflecting income unless all items of gross income and
all deductions are treated with reasonable consistency. See
section 48 for definitions of “paid or accrued” and “paid or
incurred.” All items of gross income shall be included in the
gross income for the taxable year in which they are received
by the taxpayer, and deductions taken accordingly, unless in
order clearly to reflect income such amounts are to be prop-



FEDERAL REGISTER, Saturday, November 14, 1936

erly accounted for as of a different period. Bub see sections
42 and 43. See also section 48. For instance, in any case
in which it is necessary to use an inventory, no accounting
in regard to purchases and sales will correctly reflect income
except an accrual method. A taxpayer is deemed to have
received items of gross income which have been credited to
or set apart for him without restriction. (See articles 42-2
and 42-3.) On the other hand, appreciation in value of
property is not even an accrual of income to a taxpayer prior
to the realization of such appreciation through sale or con-
version of the property. (But see article 22 (¢)-5.)

The true income, computed under the Act and, if the tax-
payer keeps books of account, in accordance with the method
of accounting regularly employed in keeping such books
(provided the method so used is properly applicable in de-
termining the net income of the taxpayer for purposes of
taxation), shall in all cases be entered in the return. If for
any reason the basis of reporting income subject to tax is
changed, the taxpayer shall attach to his return o separate
statement setting forth for the taxable year and for the pre-
ceding year the classes of items differently treated under the
two systems, specifying in particular all amounts duplicated
or entirely omitted as the result of such change.

A taxpayer who changes the method of accounting em-
ployed in keeping- his books shall, hefore computing his in-
come upon such new method for purposes of taxation, secure
the consent of the Commissioner. For the purposes of this
article, a change in the method of accounting employed in
keeping books means any change in the accounting treat-
ment of items of income or deductions, such as a change
from cash receipts and disbursements method to the accrual
method, or vice versa; a change involving the basis of
valuation employed in the computation of inventories (see
articles (22 (e)-1 to 22 (¢)-8); a change from the cash or
accrual method to the long-term contract method, or vice
versa; a Change in the long-term contract methoed from the
percentage of completion basis to the completed contract
basis, or vice versa (see article 42-4); or a change involving
the adoption of, or a change in the use of, any other special-
ized basis of computing net income such as the crop basls
(see articles 22 (8)-7 and 23 (a)-11). Application for per-
mission to change the method of accounting employed and
_ the basis upon which the return is made shall be filed within

90 days aiter the beginning of the taxable year to he cov-
ered by the return. 'The application shall be accompanied
by a statement specifying the classes of items differently
treated under the two methods and specifying all amounts
which would be duplicated or entirely omitted as & result of
the proposed change. Permission to change the method of
accounting will not be granted unless the taxpayer and the
Commissioner agree to the terms and conditions under which
the change will be effected.

Section 44 contains special provisions for reporting the
profit derived from the sale of property on the installment
plan. .

The foregoing requirements relative to a change of ac-
counting method are not gpplicable if a taxpayer desires to
adopt the installment basis of returning income, as provided
in article 44-1, but are applicable if a taxpayer desires to
change from such basis to g straight accrual basis. In cases
where permission to make such change is granted, the tax-
payer will be required to return as additional income for
the taxable year in which the change is made all the profit
not theretofore returned as income pertaining to the pay-
ments due on installment sales contracts as of the close of
the preceding taxable year.

ArT, 41-3. Melhods of accounting.—It is recognized that
no uniform method of accounting can be prescribed for all
taxpayers, and the law contemplates that each taxpayer shall
adopt such forms and systems of accounting as are in his
judement best suited to his purpose. Each tazpayer is re-
quired by law to make a return of his true income. He
must, therefore, maintain such accounting records as will
enable him to do so. (See section 54 and article 54-1.)
Among the essentials are following:

(1) In all cases in which the production, purchase, or
sale of merchandise of any kind is an income-producing
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factor, inventories of the merchandise on hand (including
finished goods, work in process, raw materials, and sup-
plies) should be taken at the b2ginning and end of the
year and uced in computing the net income of the year
(see section 22 (¢) and articles 22 (¢)-1 to 22 (¢)-8;

(2) Expenditures made during the year should be prop-
erly classified as between capital and expense; that is to
say, expenditures for items of plant, equipment, ete., which
have o useful life extending substantially heyond the year
should be charged to o capital account and not fo an
expense account; and

(3) In any case in which the cost of capital assefs is be-
ing recovered through deductions for wear and tear, de-
pletion, or obsolescence, any expenditure (other than
ordinary repairs) made to restore the property or prolong
its useful life should be added fo the property account
or charged against the appropriate reserve and nof to
current expenses.

ART. 41-4. Accounting periocd—The return of a taxpayer
is made and his income compufed for his faxable year,
which in general means his fiscal year, or the calendar year
if he has nof established a fiscal year. (See ssction 48.)
The term “fiscal year” means an accountfing period of 12
months ending on the lost day of any month other than
December. No fiscal year will, however, be recozhized unless
before its close it was definitely established as an accounting
period by the taxzpayer and the books of such faxpayer wiere
kept In accordance therewith. A person having no such
fizeal year must make his return on the basis of the calendar
year. Except in the casz of a first refurn for income tax a
taxpayer shall make his refurn on the basis upon which he
made his return for the tazable year immediately preceding,
unless, with the approval of the Commissioner, he has
changed his accounting pericd. See article 46-1.

Src., 42, Perled in Which Hems of Gross Income Included —The
amount of all {tcms of grozs income chall ba included in the gro=s
income for the taxable year in which received by the tazpayer,
unless, under methods of accounting permitted under section 41,
any such amounts ara to ba properly accounted for as of a different
pericd. In the caca of the death of o taxpayer there shall be
included in computing net income for the taxable paried in which
falls the date of his death, amounts accrued up to the date of
his death if not otherwize properly includible In respech of such
pericd or o prior period.

Ant. 42-1, When included in gross income—Except as
otherwise provided in cection 42 in the case of the death
of a taxpayer, gains, profits, and income are to be included
in the gross Income for the taxable year in which they are
received by the taxpayer, unlezs they are included as of a -
different period in accordance with the approved method of
accounting followed by him. (Seze articles 41-1 to 41-3.)
If a taxpayer has died there shall also be included in com-
puting net income for the taxable period in which hea died
amounts accrued up to the date of his death if notf otherwiss
properly includible in respsct of such period or a prior pe-
riod, regardless of the fact that the decedent may have keph
his books and made his returns on the hasis of cash receipfs
and disbursements. If no determination of compensation is
had until the completion of the services, the amount received
is ordinarily income for the taxzable year of its determina-
tion, if the return is rendered on the accrual basis; or, for
the taxable year in which received, if the return is rendered
on the recelpts and disbursements basis. If a person sues
in one year on @ pecuniary claim or for property, and monsy
or property Is recovered on 2 judgment therefor in a lafer
year, income Is realized in the later year, assuming that the
money or property would have been income in the earlier
year if then recelved. This is true of a recovery for patent

infringement. Bad debts or accounfs charged off subsequent .

to March 1, 1913, because of the fact that they were deter-
mined to be worthless, which are subsequently recovered,
whether or not by sult, constitute income for the year in
which recovered, regardless of the date when the amounts
were charged off. (See article 23 (kK)-1.) Such items as
claims for compensation under canceled Government con-
tracts constitute income for the year in which they are
allowed or their value is otherwise definitely determined, if
the return is rendered on the accruzl basis; or, for the year
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in which received, if the return is réndered on the basis
of cash receipts and disbursements. -

Art. 42-2. Income, not reduced fo possession.—Income
which is credifed to the account of or set apart for a tax-
payer and which may be drawn upon by him at any time is
subject to tax for the year during which s6 credited or set
apart, although not then actually reduced to possession. To
constitute receipt in such a case thé income must be cred-
ited or set apart fo the taxpayer without any substantial
limitation or restriction as to the time or manner of pay-
ment or condition upon which payment is to be made, and
must be made available to him’ so that it may be drawn at
any time,” and its receipt brought within his own control
and disposition. A hook entry; if made, should indicate
an absolute transfer from one account to another, If a cor-
poration contingently credits its employees with bonus stock,
but the stock is not availablé to such employees until some
future date, the mere crediting on the books of the corpora-
tion does not constitute receipt. - -

ARrt, 42-3. Examples of constructive receipt—=If interest
coupons have matured and are payable, but have not been
cashed, such interest, though not colleéted when due and
payable, shall be included in gross inéome for the year dur-
ing which the ¢oupons mature; unless.it can be shown that
there' are no funds available for payment of the interest
during such year, The interest shall be included in. gross
income even though th¥ coupons:sre exchanged for -other
property instead of evéntually being cashed. The amount
of defaulted coupons ‘is income for the year in which paid.
Dividends on corporate stock are subject to tax when un-
qualifiedly made subject to -the demand of the shareholder.
If a dividend is declared payable on December 31 and the
corporation intended to and did follow its practice of .pay-
ing the dividends by checks mailed so that the shareholdets
would not receive them until January of the following year,
such dividends dre not considered to have been unqualifiedly
made subject to the demand of theé shareholders prior-to
Janliary, whed the ‘checks. were actually received. As to
the distributive share of the.profits of a partner in a part-
nership, see section 188, Interest credited on savings bank
deposits, even though the bank nominally has a-rule, seldom
or never enforced, that it may require so many days’ notice
before withdrawals are permitted, is income to the depositor
wheii creditéd. ' An amount credited to_shareholders of a
building and loan association, when such credit passes with-
out restriction to the shareholder, has 2 -taxable status as
income for the year of the credit. If the amount of such
accumulations does not become available to the shareholder
until the maturity of a share; the amount of any share in
excess of the aggregate amount paid -in by the sharenolder
1§ income for the year of the mafurity of the share. i

ART. 42-4. Long-term contracts—Income from long-term
contracts is taxable for the period in-which the in¢dme’is
determined, such determinationi depending upon the hature
and terms of the particular contract. ‘As used in this article
the term “long-term contracts” means building, installation,
or construction contracts covering a period in excess of one
year. Persons whose income is derived in whole or in part
irom such contracts may, as to such income, prepare their
returns upon either of the following bases: ' " :

(@) Gross income derived from. such contracts may be
reported upon the hasis of percentage of ccompletion.” In
such case there should accompany the return certificates of
architects or engineers showing the percentage of completion
during the taxable year of the entire work to be performed
under the contract. There should be deducted from, such
gross income all expenditures. made during the taxable year
on account of the contract, account being taken of the mate-
rial and supplies on hand at the peginning arid.end of the
‘taxable period for use in connection with the work under the
confract but not yet so applied. If, uppn completion of a
contract, it is found that. the taxable net income. arising
thereunder has not been clearly reflected for any year or
years, the Commissioner may permit or require an amended
return, . e .y
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() Gross income may be reported for the taxable year in
which the contract is finally completed and accepted if the
taxpayer elects as a consistent practice so to treat such in-
come, provided such method clearly reflects the net income.
If this method'is adopted there should be deducted from
gross income all expenditures during the life of the contyact
which are properly allocated thereto, taking into considersud
tion any material and supplies charged to the work under the
contract but remaining on hand at the time of completion.

A taxpayer may change his method of accounting to
accord with paragraph (a) or (v) of this article only after
permission is secured from the Commissioner as provided
in article '41-2. '

ART. 42-5. Subtraction for redemption of trading stamps.—
If a taxpayer, for the purpose of promoting his business,
issues with sales trading stamps or premium coupoéns re-
deemable in merchandise or cash, he should in computing
the income from such sales subtract only the amount
which will be required for the redemption of such part of the
total issue'of frading stamps or prémium coupons issued
during the taxable year as will eventually be presented for
redemption. This amount Wwill be determined in the light
of the experience of the taxpayer in his particulor busi<
ness and of other users of _trading stamps or premium
coupons engaged in similar bisinesses. The taxpayer shall
file-for edach of the five preceding years; or such number of
these ‘years as stamps or coupons have been issued by him,
3, statement showing—-

(@) The total issue of stamps during each year;

(b) The total stamps redeemed in each year; and

(¢) The rate, in percentage, which the stamps redeemed
in each year bear to the total stamps issued in such year,
regardless of the year when such redeemed stomps were
issued. ' .

A similar statement shall also be presented showing the
experience of other users of $tamps or coupons whose ex-
pefience is relied upon, by the taxpayer to determine the
amount to be subtracted from the proceeds of sales. ‘The
Commissioner will examdine the basis used in each return,
and in any case in which the amount subtracted in respect
of such stamps or coupons is found to be excesstve, appro-
priate adjustment will be made.

- SEc. 48, Period for Which Deductions and Credits Taken~The
deductions and credits (ather than the dividends paid credit pra-
vided In section 27) provided for in this title shall bo taken for
the taxable year in which “pald or accrued” or “pbid or incurred”,
dependent upon the method of accounting upon the basls of Which
the net income is computed, unless in order to clearly refleat the
income the deductions or credits should be taken as of a different
perfod. In the case of the death of a taxpayer there shall be allowed
as- deductions and credits for the taxable period in which fally the
date of his death, amounts accrued up to the date of his déath it nat
Othiemd se properly allowable in respect of such period or g prior
bperiod. : 3

. ART. 43-1. “Paid or incurred” and “paid or averued—(a)
The terms “paid or incurred” and “paid or accrued” will be
construed raccording to the method of accounting upon the
basis of which the net inc¢ome is computed by the taxpayer.
(See section 48 (¢).) The deductions and credits provided
for in Tifle I (other than the dividends paid credit provided
in section 27) must be taken for the taxable year in which
“paid or accrued” or “paid or incurred,” unless in order
clearly to reflect the income such deductions or credits should
be taken as of a different period. If a taxpayer desires to
claim'a deduction or a credit as of a period other than the
period in which it was “paid or accrued” or “paid or incurred,”
he shall attach to his return a statement setting forth his
request for consideration of ‘the case by the Commmissioner
together with a:complete statement of the facts upon which
he relies. However, in his’ income tax return he shall tako
the deduction or credit only for the taxable period in which
it was actually “paid or incwrred;” or “pald or accrued,” as
the case may be. Upon the audit of the return, the Com-
missioner will decide whether the case is within the exception
provided by the ‘Act, and the taxpayer will be advised as to
the period for which the deducfion or credit is properly
allowable. ‘

1
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(b) "The provisions of paragraph (a) of this article in
general are not applicable with respect to the takable peried
during which the taxpayer dies. In such case there shall
also be allowed as-deductions and credits for such taxzable
period amounts accrued up to the date of his death if not
otherwise allowable with respect to such period or a prior
period, regardless of the fact that the decedent was required
to keep -his-books and make his returns on the basis of
cash receipis and disbursements.

_ArT. 43-2. When charges deductible—Each year’s return,
sp far as practicable, both as to gross income and deduc-
tions therefrom, should be complete in itself, and taxpayers
are expected to make every reasonable effort to ascertain
the facts necessary to make a correct return. The expenses,
lisbilities, or deficit of one year cannot be used to reduce
the income of a subsequent year. A taxpayer has the right
to deduct all authorized allowances, and it follows that if
he does nof within any year deduct certain of his expenses,
losses, interest, taxes, or .other charges, he cannot deduct
them from the income of the next or any succeeding year.
It is recognized, however, that particularly in a going busi-
ness of any magnitude there are certain overlapping items
both of income and deduction, and so long as these over-
lapping items do not materially distort the income they may
be included in the year in which the taxpayer, pursuant to
a consistent policy, takes them into his accounts. Judg-
ments or other binding adjudications, such as decisions of
referees and boards of review under workmen's compensa-
tion laws, on account of damages for patent infringement,
personal injuries, or other cause, are deductible from gross
income when the claim is so adjudicated or paid, unless
taken under other methods of accounting which clearly re-
fiect the correct deduction, less any amount of such dam-
ages as may have been compensated for by insurance or
otherwise. If subsequent to its cceurrence, however, a tax-
payer first ascertains the amount of a loss sustained during
a prior taxable year which has not been deducted from
gross income, he may render an amended return for such
preceding taxable year including such amount of loss in the
deductions from gross income and may file a claim for re-
fund of the excess tax pald by reason of the failure to
deduct such Ioss in the original return. (See section 322, A
loss from theft or embezzlement occurring in one year and
discovered in another is ordinarily deducfible for the year
in which sustained.

Skc. 44. Installment Basis— :

(a) Dealers in personal property—Under regulations preseribed
by the Commissioner with the approval of the Secretary, o percon
who regularly sells or otherwise disposes of personal property on
the installment plan may return as income therefrom in any tox-
able year that proportion of the installment payments actually
received in that year which the gross profit realized, or to be realized
when payment is completed, bears to the total contract price.

(b) -Sales of realty and casual sales of personalty~In the case
(1) of a casual sale or other casual disposition of personal property
(other than property of a kind which would properly be included in
the inventory of the taxpayer if on hand at the close of the taxable
year), for a price exceeding $1,000, or (2) of a sale or other dlsposi-
tion of real property, if in elther case the initial payments do not
exceed 30 per centum of the selling price (or, in case the £ale or
other disposition was in a taxable year beginning prior to January 1,
1934, the percentage of the selling price prescribed in the Inw
applicable to such year), the income may, under regulations pre-
scribed by the Commissioner with the approval of the Sccretary, he
returned on the basis and in the meanner above prescribed in this
section. As used in this section the term “initial payments” means
the payments received in cash or property other than evidences of
indebtedness of the purchaser during the taxable period in which
the sale or other disposition is made.

(¢c) Change from accrual to installment basis—If a taxpayer
entitled to the benefits of subsection {a) elects for any taxable year
to report his net income on the installment basis, then in computing
his income for the year of change or any subsequent year, amounts
actually received during any such year on account of sales or other
dispositions of property made in any prior year shall not be excluded.

(d) Guain or loss upon disposition of installment obligations.—
If an installment obligation is satisfled at other than its face value
or distributed, transmitted, sold, or otherwise disposed of, pain or
loss shall result to the extent of the difference between the basls
of the obligation and (1) in the cese of satistfaction at other than
face value or a sale or exchange—the amount realized, or (2) in
case of a distribution; transmission, or disposition otherwise than
by sale or exchange—the fair market value of the obligation at the
time of such distribution, transmission, or disposition. Any gain
or loss so resulting shall be considered as resulting from the sale
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or cichange of the property in respect of which the installment
obligation was recclved. The basls of the obligation shall be the
excess of the foce value of the gbligation oyer an amount equal to
the income which would be returnable were the oblization satisfied
in full, This gubseciion shall not apply to the transmission af
death of fnstallment obligations If there is filed with the Commis-
sloner, at such time o5 he may by regulation prescribe, a bond in
such amount and with guch suretles as he may deem necessary,
conditioned upon the return as income, by the person recelving any.
payment on such oblizations, of the came proportion of such pay-
ment as would be returnable 5 income by the decedent if he bhag
Uved and had recelved such payment.

ArT. 44-1. Sale of personal property on instellment plan—
Dealers In personal proparty ordinarily sell either for cash
or on the perconzl credit of the purchassr or on the install-
ment plan. Dealers who sell on the instaliment plan usually
adopt one of four ways of protzecting themselves in case of
default—

(a) By ar a~recment that title is fo remain in the vendor
until the purchaser has completely nerformed his parf of
the trancaction;

(b) By o form of confract in which tifle is conveyed to
the purchaser immediately, but subject to a lien for the
unpaid portion of the selling price;

(c) By o present transfer of title to the purchaser, who
at the same time cxecutes a reconveyance in the form of a
chattel morteage to the vendor; or

(d) By conveyance to a trustee pending performance of
the contract and subject to its provisions.

The general purpose and effect being the same in all of
these caces, the same rule Is uniformly applicable. The
reneral rule preseribed is that a parson who regularly sells
or otherwise disposes of personal propzrty on the install-
ment plan, whether or nof title remains in the vendor until
the property is fully paid for, may return as income there-
from in any taxable year that proportion of the installment
payments actually recefved in that year which the fetal or
gross profit (that is, sales less cost of goods sold) realized
or to be realized when the property is pzid for, bears to the
total contract price. Thus the income of a dezler in per-
sonal property on the installment plan may be asecerfained
by taking as income that proportion of the total payments
received in the taxable year from installment szles (such
payments beinz allocated to the year against the sales of
which they apply) which the total or gross proff realized
or to be realized on the tofal installment sales made during
each year bears to the total contract price of all such sales
made during that respzctive year. No payments received in
the taxable year shall be excludzd in computing the amount
of income to be returned on the ground that they were re-
ceived under a sale the total profit from which was returned
as income during o taxable year or years prior fo the change
by the taxpayer to the installment basis of returning income.
But in the case of any taxpayer who, by an original refurn
made prior to February 26, 1926, changed the method of
reporting his nef income for the taxable year 192¢ or any
prior taxable year to the installment basis, see section 705
of the Revenue Ach of 1928. Daductible ifems are not to bz
allecated to the years in which the profits from the sales
of a particular year are to be returned as income, but must
be deducted for the taxable year in which the items are
“paid or incurred” or “paid or accrued”, as provided by
sections 43 and 48. A dealer who desires to compute his
income on the installment basis shall maintain books of
account in such o manner as to enable an accurate comr-
putation to be made on such basis in accordance with the
provisions of this article.

The income from 2 casual sale or other casual disposition
of personal propzrty (other than property of a kind which
should properly bz included in invenfory) may be reported
on the installment basis only if (1) the sale price exceeds
$1,000 and (2) the initial payments do nat exczed 30 percent
of the selling price.

If for any reason the purchaser defaults in any of his
payments, and the vendor refuwrning income on the install-
ment basis repozzesses the property, the entire amount re-
ceived in installment payments and retained by the vendor,
less the sum of the profits previously returned as income
and an amount representing proper allowance for damage
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and use, if any, will be income of the vendor for the year
in which the property is repossessed, and the property re-
possessed must be carried on the books of the vendor at its
original cost, less proper allowance for damage and use, if
any.

If the vendor chooses as a matter of consistent practice to
return the income from installment sales on the straight
accrual or cash receipts and disbursements basis, such a
course is permissible.

If an installment obligation is satisfied, or otherwise dis-
posed of, gain or loss may result therefrom and must be de-
termined in accordance with sectidn 44 (d) and article 44-5.

ART. 44-2, Sale of real property mvolmng deferred pay-
ments—Under section 44 deferred—payment sales of real
property include (z) agreements of purchase and sale which
contemplate that a conveyance is not to be made at the out-
set, but only after all or a substantial portion of the selling
price has been paid, and (b) sales in which there is an im-
mediate transfer of title, the vendor being protected by a
mortgage or other lien as to deferred payments. Such sales,
either under (a) or (b), fall into two classes when considered
with respect to the terms of sale, as follows:

(1) Sales of property on the installment plan, that is,
sales in which the payments received in cash or property
other than evidences of indebtedness of the purchaser
during the taxable year in which the sale is made do not
exceed 30 percent of the selling price;

(2) Deferred-payment sales not on the installment plan,
that is, sales in which the payments received in cash or
property other than evidences of indebtedness of the pur-
chaser during the taxable year in which the sale is made
exceed 30 percent of the selling price.

In the sale of mortgaged property the amount of the
mortgage, whether the property is merely taken subject to
the mortgage or whether the mortgage is assumed by the
purchaser, shall be included as a part of the “selling price,”
but the amount of the mortgage, to the extent it does not
exceed the basis to the vendor of the property sold, shall
not be considered as a part of the “initial payments” or of
the “total contract price,” as those terms are used in section
44, in articles 44-1 and 44-3, and in this article. The term
“initial payments” does not include amounts received by the
vendor in the year of sale from the disposition to a third
person of notes given by the vendee as part of the purchase
price which are due and payable in subsequent years. Com-
missions and other selling expenses paid or incurred by the
vendor are not to be deducted or taken into account in
determining the amount of the “initial payments,” the
“total contract price,” or the “selling price.” The term
“initial payments” contemplates at least one other payment
in addition to the initial paymenf. If the entire purchase
price is to be paid in a lump sum in a later year, there being
no payment during the first year, the income may not be
returned on the installment basis. Income may not be re-
turned on the installment basis where no payment in cash
or property, other than evidences of indebtedness of the
purchaser, is received during the first year, the purchaser
having promised to make two or more payments in later
years.

ART. 44-3. Sale of real property on installment plan—In
transactions included in class (1) in article 44-2 the vendor
may return as income from such transactions in any taxable
year that proportion of the installment payments actually
recelved in that year which the total profit realized or to be
realized when the property is paid for bears to the total
contract price.

If the vendor has retained title to the property and the
purchaser defaults in any of his payments,-and the vendor
repossesses the property, the difference between (1) the
entire amount of the payments actually received on the
contract and retalned by the vendor plus the fair market
value at the time of repossession of fixed improvements
placed on the property by the purchaser and (2) the sum
of the profits previously returned as income in connection
therewith and an amount representing- what would have
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been a proper adjustment for exhaustion, wear and tear,
obsolescence, amortization, and depletion of the property
for the period during which the property was in the hiands
of the purchaser had the sale nof been made, will con-
stitute gain or loss, as the case may be, to the vendor for
the year 'in which the property is repossessed, and the basis
of the property in the hands of the vendor will be the origl«
nal basis at the time of the sale plus the fair market value
at the time of repossession, of fixed improvements placed on
the property by the purchaser. If the vendor has previously
transferred title to the purchaser, and the purchaser de-
faulfs in any of his payments and the vendor reacquires
the property, such reacquisition shall be regarded as a
transfer by the vendor, in exchange for the property, of
such of the purchaser’s obligations as are applled by the
vendor to the purchase or bid price of the property. Such
an exchange will be regarded as having resulted in the
realization by the vendor of gain or loss, as the case may
be, for the year of reacquisition, measured by the difference
between the fair market value of the property reactquired,
including the fair market value of fixed improvements placed
on the property by the purchaser, and the basis in the hands
of the vendor of the obligations of the purchaser which were
applied by the vendor to the purchase or bid price of the
property. ‘The basis in the hands of the vendor of the
obligations of the purchaser so applied will be the excess
of the face value of the obligations over an amount equal
to the income which would be returnable were the obliga-
tions satisfied in full. 'The fair market value of the property
reacquired shall be presumed to be the amount for which it
is bid in by the vendor in the absence of clear and con-
vineing proof to the contrary. If the property reacquired
is subsequently sold, the basis for determining gain or loss
is the fair market value of the property at the date of
reacquisition, including the falr market value of the fixed
improvements placed on the property by the purchaser,

If the vendor chooses as a mafter of consistent practice
to return the income from installment sales on the straight
acerual or cash receipts and disbursements basis, such a
course is permissible, and the sales will be freated as de-
ferred-payment sales not on the installment plan.

ArT. 44-4. Deferred-payment sale of real property not on
installment plan—In transactions included in class (2) in
article 44-2, the obligations of the purchaser received by the
vendor are to be considered as the equivalent of cash to the
amount of their fair market value in ascertaining the proflt
or loss from the transaction.

If the vendor has retained title to the property and the
purchaser defaults in any of his paymeiits, and the vendor
repossesseS the property, the difference between (1) the
entire amount of the payments actually received on fhe con-
tract and retained by the vendor plus the fair market value
ab the time of repossession of fixed improvements placed on
the property by the purchaser, and (2) the sum of the profits
previously returned as income in connection therewith and
an amount representing what would have beeén a proper
adjustment for exhaustion, wear and tear, obsolescence,
amortization, and depletion of the property during the period
the property was in the hands of the purcheser had the sale
not been made, will constitute gain or loss, as the case may
be, to the vendor for the year in which the property is re-
possessed, and the basis of the property in the hands of the
vendor will be the original basis at the time of the sale plug
the fair market value at the time of repossession, of fixed
improvements placed on the property by the purchaser. If
the vendor has previously transferred title to the purchaser,
and the purchaser defaults in any of his payments and the
vendor reacquires the property, such reacquisition shall be
regarded as & transfer by the vendor, in exchange for the
property, of such of the purchaser’s obligations as are applied
by the vendor to the purchase or bid price of the property.
Such an exchange will be regarded as having resulted in the
realization by the vendor of gain or loss, as the case may be,
for the year of reacquisition, measured by the difference
between the fair market value of the property reacquired,
including the fair market value of fixed improvements placed
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on the property by the purchaser, and the basis in the hands
of the vendor of the obligations of the purchaser (generally,
the fair market value thereof which was previously recognized
in computing income) which were applied by the vendor to
the purchase or bid price of the property. The fair market
value of the property reacquired shall be presumed to be the
amount for which it is bid in by the vendor in the absence
of clear and convincing proof to the contrary. If the property
reacquired is subsequently sold, the basis for determining gain
or loss is the fair market value of the property at the date of
reacquisition including the fair market value of the fixed
improvements placed on the property by the purchasex.

If the obligations received by the vendor have no fair mar-
ket value, the payments in cash or other property having
g fair market value shall be applied against and reduce the
basis of the property sold, and, if in excess of such basis, shall
be taxable to the extent of the excess. Gain or loss is realized
when the obligations are disposed of or satisfied, the amount
being the difference between the reduced basis as provided
above and the amount realized therefor. Only in rare and
extraordinary cases does property have no fair market value.

ART. 44-5. Gain or loss upon disposition of installment ob-
ligations—The entire amount of gain or loss resulting from
the disposition or satisfaction of installment obligations, com-
puted in accordance with section 44 (Q), is recognized under
the Act, unless the disposition is within one of the exceptions
made by the Act. Such an exception is provided in section
112 (b) (4) and (5), but not in section 112 (b) (6). The
fact that section 112 (b) (6) provides for the nonrecognition
of gain or loss upon the receipt of property by one cornora-
tion in complete liquidation of another corporation under
certain specifically described circumstances is immaterial
in defermining the recognized gain or loss resulting to the
liquidafing corporation in case installment obligations are
distributed in liquidation.

The application of subsection (d) of section 44 may be
illustrated by the following examples:

Ezample (1) —In 1934 the M Corporation sold a plece of
unimproved real estate to B for $20,000. The company ac-
auired the property in 1916 at & cost of $10,000. During 1934
the company received $5,000 cash and vendee’s notes for the
remainder of the selling price, or $15,000, payable in subse-
- quent years. In 1936, before the vendee made any further
payments, the company sold the notes for $13,000 in cash.
The corporation makes it returns on the calendar year basis.
The income to be reported for 1936 is $5,500, computed as
follows:

Proceeds of sale of notes. $13,080
Selling price of property. £20, 000
Cost of property. 10,000
Total profit 10, 000
Total contract price. 20, 000
Percent of profit, or proportion of each payment
returnable as income, $10,000 divided by $20,000,
50 percent.
Face value of notes 15,000
Amount of income returnable were the notes
satisfied in full, 50 percent of $15,000-mcacuaao 7,500
Excess of face value of notes over amount of
income returnable were the notes satisfied in
full 7,500
Taxable income to be reported for 1936 avam e cmmeaae 5, 500

Ezample (2) ~—~Suppose in the example given above the
M Corporation, instead of selling the notes, distributed them
in 1936 to its shareholders as a dividend, and at the time of
such distribution the fair market value of the notes was
$14,000. The income to be reported for 1936 is $6,500,
computed as follows:

Falr marke$ value of notes
Excess of face value of notes over amount of income re-

turnable were the notes satisfied in full (computed os
in example (1))

{14, 000

- 7,600
Taxable income to be reported for 1936.cccccaumaaa 6,500

If the taxpayer, referred to in the above examples (1) and
(2) as Corporation M, had been an individual, the taxable
income to be reported, shown above as $5,500 and $6,500,
respectively, would have been limited to 30 percent thereof

by section 117 (a), the real estate having been held for more
than 10 years prior to its sale in 1934.

In the case of decedents who die possessed of installment
obligations, no gain on account of the transmission at death
of such obligations is required to be reported as income in
the return of the decedent for the year of his death, if the
executor or administrator of the estate of the decedent or
any of the next of Iin or legatees files with the Commissioner
a bond on Form 1132 in an amount not less than the amount
by which the tax of the decedent for the year of his death
would have heen increaszd had no such bond been filed.
‘The hond shall be conditioned upon the return as income, by
any person recelving any payment in satisfaction of such
obligations, of the same proportion of such payment as would
be returnable as income by the decedent if he had lived and
had recelved such payment. The bond shall be execufed by
o surety company holding a certificate of authority from
the Secretary of the Treasury as an acceptable surety on
Federal bonds, shall be subject to the approval of the Com-
missioner, and must be filed at the time of filing the refurn
of the decedent for the year of his death. See section 1126
of the Revenue Act of 1926, as amended (paragraph 31 of
the Appendix to these regulations), providing that where 2
bond is required by law or regulations, in lieu of surefy or
sureties there may be deposited bonds or nofes of the
United States.

See section 117 as to the limitation on capital losses sus-
tained by corporations and the limitation as to both capifal
gains and capital lozses of individuals.

Sce, 45. Allocation of Income and Deductiong—In any case of
two or more organizations, trades, or bucinezses (whether or not
incorporated, whether or not organized in the Unifed States, ang
whether or not afilliatod) owned or controlled directly or indirectly
by the came Interects, the Commizsioner is authorized to distribute,
apportion, or alleeate grocs Incomaz or deductions between or
among such organizations, trades, or businesses, If he determines
that such distribution, apportionment, or allocation 1s necessary in
order to pravent evaslon of taxes or clearly to reflect the income
of any of such organications, trades, or busineszes.

Arnrt, 45-1. Delermingtion of the {azable net income of a
conirolled tazpayer—(a) Definitions—When used in this
article—

(1) The term “organization” includes any organization
of any kind, whether it b2 a sole proprietorship, 2 pariner-
ship, a trust, an estate, or a corporation (as each is defined
or understood in the Acft or these regulations), irrespective
of the place where organized, where opsrated, or where ifs
trade or business is conducted, and regardless of whether
domestic or foreien, whether exempt, whether affiliafed.
or whether o party to a consolidated return.

(2) The terms “Irade” or “business” include any trade or
business activity of any kind, regardless of whether or
where organized, whether owned individually or otherwise,
and regardless of the place where carried on.

(3) The term “controlled” includes any kind of confrol,
direct or indirect, whether legally enforceable, and however
exercisable or exercised. It is the reality of the conirol
which is declsive, not its form nor the mode of ifs exercise.
A presumption of control arises if income or deductions
have been arbitrarily shifted.

(4) The term “controlled texpayer” means any one of
two or more organizations, trades, or businesses owned or
controlled directly or indirectly by the same inferests.

(5) “Group™ or “groun of controlled taxpayers” means
the orpanizations, trades, or businesses owned or controlled
by the same interests.

(6) The term “Irue net income” means, in the case of a
controlled taspayer, the net income (or, as the case may be,
any item or element affecting net income) which would
have resulted to the controlled taxpayer, had if in the con-
duct of its affalrs (or, as the case may be, in the particular
controct, transaction, arrangement, or other act) dealt with
the other member or members of the group at arm’s length.
It does not mean the income, the deduction, or the item or
element of either, resulting to the controlled taxpayer by
reason of the particular contract, transaction, or arrange-
ment, the controlled taxpayer, or the inferests controlling it,
choose to make (even though such contract, transaction, or
arrangement he legally binding upon the parties thereto).
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(b) Scope and purpose—The purpose of section 45 is to
place a controlled taxpayer on a tax parity with an uncon-
trolled taxpayer, by determining, according to the standard
of an uncontrolled taxpayer, the true net income from the
property and business of g controlled taxpayer.;.The in-
terests controlling a group. of controlled taxpayers are as-
sumed to hayve complete power to cause each controlled
taxpayer- so to conduct its affairs that its transactions
and accounting records truly reflect the net-income from the
property and business of each of-the controlled taxpayers.
If, however, this has not been done, and the taxable net
incomes are thereby.understated, the statute contemplates
that the Commissioner shall intervene, and, by making such
distributions, apportionments, or allocations as he may deem
necessary of gross income or deductions, or of any item or
element affecting net income, between or among the con-
trolled taxpayers constituting. the group, shall determine the
true net income of each controlled taxpayer. The standard
to be applied in every case is that of an uncontrolled tax-
payer dealing at arm’s length with another uncontrolled
taxpayer. T . .

Section 45 and this article apply to the case of any con-
trolled taxpayer, whether such taxpayer makes a separate or
a consolidated return. -If a controlled taxpayer makes a
separate return, the determination is of its true separate
net income. If a controlled taxpayer is a party to a consoli-
dated return, the true consolidated net income of the affili-
ated group and the true separate net income of the controlled
taxpayer are determined consistently with the principles of a
consolidated return.

Section 45 grants no right to a controlled faxpayer to ap-
ply its provisions at will, nor does it grant any right to
compel the Commissioner to apply such provisions. * It is not
intended (except in the case of the computation of consoli-
dated net income under a- consolidated return) to effect in
any case such a distribution, apportionment, or allocation of
gross income, deductions, or any item of either, as would
produce a resulft equivalent to a computation of consolidated
net income under section 141. ) ) -

(¢) Application~—Transactions between one controlled
taxpayer and another will be subjected to special scrutiny
to ascertain whether thé common control is* being ised to
reduce, avoid, or escape taxes. In determining the true net
income of a controlled taxpayer, the Comrhissioner is not
restricted to the casé- of improper accounting, to the case
of a fraudulent, colorable, or sham- transaction, or to the
case of a device designed to reduce or avoid tax by shifting
or distorting income or deductions. The authority to -de-
termine true net income extends to any case in which' either
by inadvertence or design the taxable net income, in whole
or in part, of a controlled taxpayer, is other than it would
have been had the tdxpayer in the ¢onduct of his affairs
been an uncontrolled taxpayer dealing at arm’s length with
another uncontrolled taxpayer. g )

Sec. 46. Change of Accounting Period—-If a taxpayer changes
his accounting period from fiscal year to calendar year, from
calendar year to fiscal year, or from one fiscal year to another,
the net income shall, with the approval of the Commissioner, be

computed on the basis of such new accounting period, subject
to the provisions of section 47. .

ART, 46-1. Change .in accounting period—If a taxpayer
changes his accounting period he shall, prior {o the expira-
tion of 30 days from ‘the close of the proposed period for
which a return would be required to effect the change, fur-
nish to the collector, for transmission to the Commissioner,
the information required on Form 1128. The due date of
the separate return for such period is the 15th day .of the

third month following the close of that period. If the change |,

is approved by the Commissioner, the taxpayer shall there-
after make his returns and compute his met income upon
the basis of the new accounting period. (See section 47.)

Sec, 47. Returns for a Period of Less Than Twelve Months—

(a) Returns for short period resulting from change of accounting
period.—If a taxpayer, with the approval of the Commissioner,
changes the basls of computing net income from fiscal year.to cal-
endar year a separate return shall be made for the period between
the close of the last fiscal year for which return was made and the
following December 31. IXf the change is from' calendar year “to
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fiscal year, a separate return shall be made for the period batween
the close of the Tast calendar year for which return was made and
the date designated as thé close of the fiscal year. If the chango
is from one fiscal year to another fiscal year a separate return ghall
be made for the period between the close of the former fiscal year
and the date designated as the close of the new flscal year.

(b) Income computed on basis of short period.—Whero & sepa-
rate return'is made under subsection (a) on account of a chango
in the accounting period, and in all other cases wherg o separate
return is required or permitted, by regulations prescribed by the
Commissioner with the approval of the Secretary, to be made for
a fractional part of a year, then the income shall be computed
on the bdsis of the period for which separate return 13 made.

(¢) Income placed on: annual basig—If a sgparate roturn s
made (except returns of the income of a corporation) under aub-
section (a) on account of & change in the accounting period, tho
net income, computed on the basls of the period for which
separate return is made, shall be placed on an anndual hasis by
multiplying the amount thereof by twelve and dividing by tha
nurhber.of months included in the period for which the separdte
return is made, The tax shall be suich part of the tax computed
on such annual basis as the number of months in stich period 18
of twelve months. R

(d) Earned income—The Commissioner with the approval of
the Secretary shall by regulations prescribe the methiod of apply-
ing the provisions of subsections (b) and (¢) (relating to com-
puting indome on the bgsis of a short period, and placing such
income on an annual basis) to cases where the taxpayor makes
a separate return under subsection (a) on account of a change
in the accounting period, and 1t appears that for the perlod for
whichk the return is so made he has recelved eéartied incoms,

(e) Reduction of credits against net income~In the cata of a
return made for a fractional part of a year, except a raturn made
under subsection (a), on account of a change i1 the tccaunting
period, the personal exemption and credit for depondents shall be
reduced respectively to amounts which bear the same ratic fo tho
full credits provided as the number of months in the perlod for
which return is made bears to twelve months.

(£) Closing of tazable year {n case of jeopardy—For closing of
taxable year in case of jeopardy, see section 146.

-Arz. 47-1. Returns for periods of less than 12 months—
No return can be made for a period of more than 12 months,
A separate return for s fractional part of a year is therefore
required wherever there is a change, with the approval of the
Commissioner, in the basis of computing net income from
one taxable year to another taxable year. The perlods to
be covered by such separate returns in the several cases are
stated in section 47 (a). The requirements with respect to
the filing of a separate return and the payment of tax for
a part of a year are the same as for the fililng of a return
and, the payment of tax for g full taxable year closing at .
the same time. (See sections 53 and 56.) If & return is
made for a fractional part of & year, except where a return
is made for a period of less than 12 months by resson of a
change in accounting period, the personal exemption and
credit for dependents shall be reduced to that proportion
of the full credit which the number of months in the period
for which the retwrn is made bears to 12 months,

In case of a change in accounting period the net income
computed on the return for the fractional part of a year
(except the return of a corporation) shall be placed on an
annual basis and the tax computed as provided In section

47 ().

Ezample—A citizen of the United States made a return
for a 10-month period by reason of a changeé in accounting
period. His net income including his earned net income for
such 10-month period was $10,000, and his earnéed net in-
come for such period was $4,000. He was entifled to a
personal exemption of $2,500 but not to a credit for depend-
ents. His tax for the period is $525.67, computed as follows:

$10, 000. 00
120, 000. 00

Net income for 10-month period
Multiplied by 12--_.

- f ]
Net income on annual basis ($120,000--10)..-. 12,000.00
Earned net income for 10-month period...-. $4, 000,00

Multiplied by 12 - 48, 000.00
Earned mnet income on annual basis '
. ($48,000-:-10) -- 4,800.00
]
Subtracting: .
Easrned i{ncome credit (10 percent of '
$4,800) a- 480,00
Personal exemption 2, 500. 00
- —_——— 3,080.00
Net income subject to normal taXeaaeac--a-- 9, 020.00
Normal tax (4 percent of $9,020) cccamrem e dmmm———— - 360. 80
ol ‘ )
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Surtax net income ($12,000 less personal exemption of

$2,500) 9, 500.00
Surtax on $9,500. 270.00
Total tax on annual basis ($3€0.80-4-$270) .. 630. 80
Amount of tax for period ($630.80X10/12)eceee . 525, 67

The return of ‘a decedent or of his estate for the year in
which he died is 3 return for 12 months and not for a frac-
tional part of a year.

SEc. 48. Definitions—When used in this title—

" (a) Taxable year—'"Taxable year” means the calendar year, or
the fiscal year ending during such calendar year, upon tho basis
of which the net income is computed under this Part. “Taxa-
ble year” includes, in the case of a return made for a fracticnal
part of a year under the provislons of this title or under regula-
tions prescribed by the Commissioner with the approval of the
Secretary, the period for which such return Is made.

(b) Fiscal year—"Fiscal year” means an accounting pericd of
twelve months ending on the last day of any month other than
December. .

(¢) Paid, incurred, accrued—The terms “pald or incurrcd” and
“paid or accrued” shall be construed according to the method of
accounting upon the basls of which the net income is computed
under this Part.

(@) Trade or business—The term “trade or business” includes
the performance of the functions of a public ofiice,

(e) Xfutual investment companies—

+ (1) General definilion—The term “mutual Investment com-
pany” means any corporation (whether chartered or created
as an. investment trust, or otherwise), other than a perconal
holding company as defined in section 351, if—

(A) It.-Is organized for the purpose of, and substantially all
its business consists of, holding, investing, or reinvesting in
- - stock or securities; and
“. (B) At least 95 per centum of its gross income is derlved
from dividends, interest, and gains from gales or other
disposition of -stock or securities; and
~ (@) Less than 30 per centum of its gross income 1s derlved
from the sale or other disposition of stock or zecuritles held
. - for less than six months; and
- (D) An amount not less than 30 per centum of its net in-
come Is distributed to its shareholders as taxnble dividends
during the taxable year; and
(B) Its shareholders are, upon reasonable notlce, entitlced
to redemption of their stock for their proportionnte interests
in the corporation’s properties, or the cash equivalent thercof
less a discount not in excess of 3 per centum thereof,

(2) LonorraTions.—Despite the provisions of paragraph (1) a
corporation shall not be considered as a mutusal investment com-
pany if, subsequent to a date thirty days after the date of the
enactment of this Act, at any time during the taxable year—

(A) More than 5 per centum of the gross assets of the
corporation, taken ab cost, was invested in stock or ccourlfy s,
or both, of any one corporation, government, cr political sub-
division thereof, but this limitation chall not apply to Invest-
ments in obligations of the United States or in obligations of
any corporation organized under general Act of CongZrcss if
such corporation is an instrumentality of the United States;

) -
¢ (B) It owned more than 10 per centum of the outstanding
stock or securities, or koth, of any one corporation; or
(C). It had any outstanding bonds or indebtedness in excess
of 10 per centum of its gross assets taken at cost; or
(D) It fails to comply with any rule or regulation pre-

scribed by the Commissioner, with the approval of the Secre-

tary, for the purpose of ascertaining the actual ownership of

its outstanding stock.
- ART. 48 (e)-1. Tazation of mutual investment companies—
General.—If a corporation, as defined in section 1001, shows
to the satisfaction of the Commissioner that it is entitled
to the status of a mutual investment company, as defined
in section 43 (e), it is allowed, under section 13 (a) (3}, a
credit for dividends paid, as provided in section 27, computed
without the benefit of section 27 (b) relating to dividend
carry-over, but under section 13 (a) (2) it is not allowed the
credit for dividends received provided in section 26 (b).
It is also reguired to keep records satisfactory to the Com-
missioner for the purpose of ascertaining the actual owmer-
ship of its outstanding stock. In all other respects a mutual
investment company is treated, for purposes of taxation, as
any- other corporation subject to taxation under the Act.
--ArT. 48 (e)-2. Definition of @ mutual investment com-
pany —The -term “mutual investment company” means a
corporation whether chartered or incorporated, or created
under a trust instrument or otherwise, as an investment
trust, and whether of the fixed or general management type
¢other than a personal holding company as defined in sec-
tion 351), which complies with all the conditions prescribed
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by cection 48 (e). As to definition of a corporation see sec-
tion 1001.

ART. 48 (e)-3. Praof of stalus of ¢ muiual investment com-
pony—(a) The Act requires that the company must have
been organized for the purpose of, and that subsfantially ait
of its business must have consisted of, holding, investing or
reinvesting in, stock or securities. It is not sufficient that
the corporation is engaged in holding, investing or reinvest-

Ing in, stock or gecurities. It must have been organized for -

that purpose, and, throuchout the taxable year, operafed
primarily as o medium throuzh which contributing share-
holders are offered centralized management and diversity
of Investments. If its predominant purpose is to hold, invest
or reinvest in, stoclk or securities, and if substantially all of
its business consists of holding, investing or reinvesting in,
such stoclk or securities, the existence or exercisz of incidental
powers to engace in other business will not deprive a2 cor-
poration of classification as 3 mutual investment company.
A finance company, or 2 company engaged in the business of
a dealer in ctock or securities, or of & trader in stock or se-
curities for its own account, is not a mutual investment com-
pany. :

(b) The Act provides that at least 95 percent of the com-~
pany’s gross income for the taxable year must be derived
from dividends, interest, and gains from sales or other dis-
position of stocl: or securities, and that less than 30 percent
of the company’s grozs income for the faxable year must have
been derived from the sale or other disposition of stock or
securitics held for less than six months. (Sze section 48 (e¥
(1) (B) and (C)). In determining the percentage of the
company’s £ross income tvwhich has been derived from such
gources, 4 1053 from the sale or other disposition of stock or
securities does nof enter into the computation. The deter-
mination of the perlod for which stock or securities have
been held shall be governed by the provisions of section 117
(c) in so far as applicable.

(¢) The Act provides that an amount not less than 90
percent of the company’s net income for the taxable year
must have been distributed to its shareholders as taxable
dividends during the taxzable year. The term “taxable divi-
dends” means dividends (as defined in section 115) which
are taxable in the hands of such shareholders as are sub-
ject to taxation under Title I, and includes the proportionate
share of the net earnings of the current year to the date
of redemption distributed to the shareholder upon redemp-
tion. A taxable dividend is not distributed to its share-
holders during the tazable year within the meaning of ssetion
48 (e) (1) (D), unless the dividend is received by the share-
holders during the tazable year of the company. See article
27 (a)-1, relating to the dividends paid credit allowed
corporations.

(@) The Act requires that shareholders must, upon reason-~
able notice, be entitled at all times during the taxable year to
redemption or purchase of their stack for their proportionate
interests in the corporation’s properties, or the cash equiva-
lent thereof, less a discount not in excess of 3 parcent thereof.
Redemption within 60 days of written notice is redemption
upon reasoneble notice, even though subject to exception in
case of extraordinary crises,

(e) Corporations are given 30 days after June 22, 1936,
the date of the enactment of the Act, within which fo com-~
ply with the provisions of section 48 (e) (2). Although a
corporation may bz otherwise classified as a mutual invest-
ment company, it will not b2 consldered such for any fax-~
able year if at any time (after July 22, 1936) during the
taxable year it failed to comply with section 43 (e) €2).

Anr. 48 (e)—4. Records o b2 kept for purpose of ascertain~
ing actual ownership of outstanding stock: of mufual invest-
ment comparics—Every mutual invesfment company shall
maintain in the collection district in which it is required fo
file its income tax return permanent records showing the in-
formation relative to the actual owners of its stock contained
in the written statements required by these regulations to be
demanded from the shareholders. The term “actual owner
of stock”, as used in these regulations, includes the person
who is required to include in gross income in his return the
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dividends receéived on the stock. All such records shall be
open for inspection, by any duly authorized officer or em-
ployee of the Bureau of Internal Revenue, for g period of four
years from the end of the taxable year of the company to
which they relate.

A mutugl investment company shall demand of each of
its shareholders (or in the case of a company all or substan-
tially all of the capital stock of which is held by trustees for
the purpose of exercising voting rights, such company shall
demand of each of the registered holders of certificates of
beneficial interest in the company) on or before the payment
of any dividend made after 30 days from August 18, 1936, a
written statement giving (1) the name and address of the
actual owner as of the date the shareholder becomes entitled
to the dividend, whether payable then or later, of the stock
with respect to which the dividend is payable, (2) the name
and address of the person who executes the statement, and
(3) the number of shares to which the statement pertains,
or, if the statement is made by the actual owner, the total
number of shares actually owned by such person. .

At the time the first demand is made after the expiration
of 30 days from August 18, 1936, a like statement shall be
demanded with respect to any prior dividends. paid within
the taxable year.

ART. 48 (e)-5. Records to be kept for purpose of defermin-
ing whether a company claiming to be a mutual investment
company is a personal holding company—For the purpose
of determining whether a company claiming to be a mutual
investment company is a ‘personal holdirig company as de-
fined in section 351, the permanent records of the company
shall show the additional information required by these regu-~
lations disclosing the maximum . number of shares actually
owned by each person at any time during the last half of the
company’s taxable year. In the case of an individual actual
owner, the information shall give, to the best of the knowl-
edge and belief of such owner, the names and addresses of,
and the maximum number of shares actually owned by,
each member of his family (as defined in section 351 (b) (1))
at any time during the last half of the company’s taxable
year. In-case the actual owner is a corporation, partnership,
estate, or trust, the information shall also give the names and
addresses and the proportionate interests of such sharehold-
ers, partners, or beneficiaries, who had beneficial interests
to the extent of at least 10 percent at any time during the
last half of the mutual investment company’s taxable year,
Statements giving such additional information shall be de-
manded not later than 30 days after the close of the com-
pany's taxable year, as follows: :

(1) In the case of a company having 2,000 or more
actual owners of its stock on any dividend payment date,
as disclosed by statements received in response to demands
made by the company as provided in article 48 (e)-4, from
each person 50 disclosed or-known to the company as the
actual owner of 5 percent or more of its stock; or ‘

(2) in the case of a company having less than 2,000 and
more than 200 actual owners of its stock as so disclosed,
from each person so disclosed or known to the company as
actually owning 1 percent or more of its stock; or

(3) in the case of a company having 200 or less actual
owners of its stock, from each person who is the actual
owner of one-half of 1 percent or more of its stock.

ArT. 48 (e)-6. Additional information required in refurns
of shareholders.—Any person who fails or refuses to comply
with the demand of a mutual investment company for the
written statements which articles 48 (e)—4 and 48 (e)-5 re-
quire the company to demand from its shareholders shall
submit as a part of the income tax return required by the
Act of such person g statement showing, to the best of his
knowledge and belief—

(1) the number of shares actually owned by him at any
and all times during the period for which the return is
filed in any company claiming to he a mutual investment
company;

(2) the dates of acquisition of any such stock during
such period and_the names and addresses of persons from
whom it was acquired;
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(3) the dates of disposition of any such stock during
“such period and the names and addresses of the transfereces
thereof; '

~ (4) the names and addresses of the members of his

family, as defined in section 351 relating to personal hold-

© ing companies; and the maximum number of shares, if

any, actually owned by each in any company claiming to

be a mutual investment company, at any time during the
last half of the taxable year of such company;

(5) .the names and addresses of any corporation, part-
nership, association, or trust in which he had a beneficial
interest to the extent of at least 10 percent at any time
during the period for which such return is made, and the
number of shares of any company claiming to be a mutual
investment company actually owned by each; and

(6) the amount and date of receipt of each dividend
received during such period from every company claiming
to be a mutual investment company.

When making demand for the written statements required
of each shareholder under these regulations, the company
shall inform each of the shareholders of his duty fo submit
as g part of his income tax return the statements which are
required. by this article if he fails or refuses to comply with
such demand.. A list of the persons failing or refusing to
comply in whole or in part with a company's demand shall
be maintained as a part of its records required by these regu-
lations. A company which fails to keep such records to show
the actual ownership of its outstanding stock as are required
by these regulations, or which may be required from time to
time by 'any rule or regulation prescribed by the Commis-
sioner, with the approval of the Secretary, for such purpose,
shall nof be taxable as a mutual investment company,

Nothing in these regulations shall be construed to relieve
mutual ihvestment companies or their shareholders from the
duty of filing information returns required by regulations
prescribed under sections 147 and 148,

CHAPTER VIIT
Returns and Payment of Tax

Part V—Returns and Payment of Tax

Sec. 51. Individual Returns—

(a) Requirement.—The following individuals shall each make
under oath a return stating specifically the ifems of his gross in-
come and the deductions and credits allowed under this fitle and
such other information for the purpose of carrying eut the provi-
sions of this title as the Commissioner with the approval of the
Secretary may by regulations prescribe—

(1) ‘Every individual having a net income for the taxable yoar
of $1,000 or over, if single, or if married and not lving with
husband or wife;

(2) Every individual having s net income for tho taxable year
of ci$2,500 or over, if marrfed and living with husband or wife;
an .
(3) Every individual having a gross income for the taxable
year of $5,000 or over, regardless of the amount of his net
income,

(b) Husband and wife—If & husband and wife living together
have an aggregate net income for the taxable year of §2,600 or
over, or an aggregate gross income for such year of $5,000 or over—

(1) Each shall make such a return, or

(2). The income of each shall be included in a single joint re-
Elu’n,' in which case the tax shall be computed on the aggregato

come,

(¢) Persons under disability~If the taxpayer {8 unable to make
his own return, the retwrn shall be made by & duly authorized
agent or by the guardian or other person charged with the oare
of the person or property of such taxpayer.

(d) Fiducigries—For returns to be made by flduciarles, eeco
section 142,

ArT, 511, Individual returns—~—For each taxable yeaxr
every single person and every married person not living with
husband or wife for any part of the taxable year, whose gross
income as .defined in sections 22 and 116 is $5,000 or over,
or whose net income as defined in section 21 is $1,000 or over,
must-make a return of income. Every married person lving
with husband or wife for any part of the taxable year, but
not at the close of the taxable year, must make o retwrn
if his gross income for .the taxable year is $5,000 or more,
or his net income is equal to, or in excess of, the credit al-
lowed him by section 25 (b) (1) and (3) (computed with-
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out regard to his status as the head of a family). (See
article 25-7.) A husband and wife living together for the
entire year need make no returns unless their aggregate
gross income for the taxable year is at least $5,000, or their
aggregate net income is at least $2,500. If - their ag-
gregate net income for the taxable year is $2,500 or more,
or their aggregate gross income is $5,000 or more, either each
must make g refurn, or the income of each must be included
in g single joint refurn. A husband and wife living together
at the close of the taxable year bubt not during the entire
taxable year must make a return or returns if their aggre-
gate gross income for the taxzable year is $5,000 or more,
or their aggregate net income is equal to, or in excess of,
the credit allowed them by section 25 (b) (1) and (3) (com-
puted without regard to the status of either of them as the
head of a family). (See article 25-7.) If the income of
each is included in & single joint return, the tax is computed
on the aggregate income and all deductions and credits ta
which either is entitled shall be taken from such aggregate
income. A joint refurn of husband and wife may be filed
only if they were living together at the close of their tax-
able year. If one spouse dies prior to the last day of the
taxable year, the surviving spouse may not include the in-
come of the deceased spouse in a joint return for such
taxable year.

The joint return-of a husband and wife (if not made by
an agent other than husband or wife, see article 51-2) must
be signed by both spouses, except that one spouse may sign
the return as the agent for the other, if the return is accom-
panied by a power of attorney on Form 936, authorizing
such action. The spouse acting as agent shall, with the
principal, assume the responsibility for making the return
and incur ligbility for the penalties provided for erroneous
false, or fraudulent returns.

The joint return of a husband and wife must be sworn
to before an officer duly authorized to administer caths (see
article 51-4) by the spouse preparing the return. The spouse
who fills in the return shall be considered to have prepared
the return within the meaning of this paragraph. If the
return is prepared by both spouses, or is prepared by neither
spouse, then both spouses shall swear to the return, except
where one spouse acts for the other spouse under a power
of attorney submitted on Form 936, or the return Is made
by an agent by reason of illness or absence, as provided in
article 51-2.

‘Whether or not an individual is the head of a family or
has dependents is immaterial in determining his liability to
render a return. For returns by fiduciaries, see section 142;
by partnerships, see section 187; and by nonresident alien
individuals, see section 217. See also section 53.

ARrT. 51-2. Form of refurn~The return shall be on Form
1040, except that it may be on short Form 1040A if the net
income does not exceed $5,000, and is derived chiefly from
salaries and wages. The forms may be had from the collec-
tors of the several districts. The return may be made by an
agent if, by reason of illness, the person liable for the mak-
ing of the return is unable to make it. The return may also
be made by an agent if the taxpayer is unable to make the
return by reason of continuous absence from the United
States for a period of at least 60 days prior to the date pre-
scribed by law for making the return. Whenever a return is
made by an agent (except returns on Form 1040NB for non-
resident aliens not engaged in trade or busines in the United
States and not having an office or place of business therein,
see article 217-2) it must be accompanied by the prescribed
power of attorney, Form 935. The tazpayer and his agent,
if any, are responsible for the return as made and incur
liability for the penalties provided for erroneous, false, or
fraudulent returns. For returns of nonresident aliens, see
articles 217-1 and 217-2.

The home or residental address of the taxpayer (includ-
ing the street and number, if any) shall be given in the space
provided at the fop of the return for the name and address
of the taxpayer. A taxpayer having a permanent business
address may give that address as the principal or malling
address, provided that the complete home or residential
address is also given within the space provided.

1859

AnrT. 51-3. Relurn of income of minor—An individual, al-
though a minor, is required to render a retwrn of income if
he has a net income of his own of $1,000 or over, or a gross
income of $5,000 or over, for the taxable year. If he ismar-
ried, see article 51-1. If under the laws of a State the earn-
ines of a minor belong to the minor, such earnings, regard-
less of amount, are not required to bz included in the return
of the parent. If the asgregate of the net income of 2 minor
from any property which he possesses, and from any funds
held in trust for him by o trustee or guardian, and from his
carnings which belong to him, is at least $1,000, or his gross
income is at least 5,000, o return, as in the case of any other
individual, must bz made by him or for him by his guardian,
or other person charged with the care of his person or prop-
erty. (See article 142-2.) In the absence of proof to the
contrary, a parent will be assumed {o have the lezal rizht fo
the earnings of the minor and must include them in his re-

ART. 51-4, Verification of returns.—All income tax refurns
must be verified under oath or affirmation. The cath or
affirmation may be administered by any ofiicer duly author-
ized to administer oaths for general purposes by the law of
the United States or of any State, Territory, or possession of
the United States, wherein such cath is administered, or by a
consular ofiicer of the United States. Persons in the naval
or military service of the United States may verify their re-
turns before any official authorized to administer oaths for
the purposes of those respective services. Income tax re-
turns executed abroad may he attested free of charge before
United States consular offlcers. If a foreiem notary or other
ofilcial having no seal shall act as attesting officer, the
authority of such attesting officer should be certified to by
some judielal eofficial or other proper officer having knowl-
edge of the appointmenf and official character of the
attesting officer,

Arzt. 51-5. Use of prescribed forms—Copies of the pre-
seribed return forms will so far as possible be furnished
taxpayers by collectors. A taxpayer will not be excused from
making g return, however, by the fact that no refurn form
has been furnisheq to him. ‘Taxpayers not supplied with
the propzr forms should make application therefor to the
collector in ample time o have their returns prepared, veri-
fled, and filed with the collector on or before the due date.
Each tazpayer should carefully prepare his return so as
fully and clearly to set forth the data therein called for.
Returns which have nof been so prepared will not be ac-
cepted as meetiny the requirements of the Act. In lack of
a prescribed form g statement made by a taxpayer disclos-
ing his gross income and the deductions therefrom may be
accepted as a tentative return, and if filed within the pre-
ccribed time the statement so made will relieve the taxpayer
from liability to penalties, provided that without unneces-
sary delay such a tenfative return is supplemented by a
return made on the proper form. (Sece further articles 53-2
to 53-4.)

Sec. 52. Corporation Returns—Every corporation subject to
taxation under this title chall make a return, stating specifically
the items of Its grocs income and the deductions and crediis
allowed by this title and such other information for the purpose
of carrying out the provislons of this title as the Commissioner
with the approval of the Sccretary may by rezulations preceribe.
The return chall ba sworn to by the president, vice president, or
other principal officer and by the treasurer, assistant treasurer, or
chief acccounting oflcer. In cases where recelvers, trustees in
banlkruptey, or aciigmees are coperating the property or business
of corporations, such recelvers, trustecs, or assigness shall make
returns for such corporctions in the same meanner and form as
corporations are required to make returns. Any tax due on the
basis of such returns mode by recelvers, trustees, or assignees
shall be collected in the came manner as if collected from the
ccrptgorimons of whose business or property they have custody and
con .

AnTt. 52-1. Corporation returns—Every corporation not
expressly exempt from tax must make a refurn of income,
resardless of the amount of its net income. In the case of
ordinary corporations, the return shall be on Form 1120.
For returns of insurance companies, see articles 201 (b)-1,
204 (2)-1, and 207-7; of foreizn corporations, see ssction
235; and of afiiliated corporations, see section 141 and article
141-1. A corporation having an existence during any portion



1860

of a taxable year is-required to make a return. A corporation
whijch has received a charter, but has never perfected is
organization, which has transacted no business and had no
income from any source, may upon presentation of the facts
to the cbllector be relieved from the necessity of making a
return as long as it remains in an unorganized condition.
In the absence of a proper showing to the collector such a
corporation will ‘be required to make a return. A corpora-
fion which was dissolved in 1936 prior to the enactment of
the Revenue Act of 1936 is not relieved from the necessity of
rendering returns thereunder for any period or periods of its
existence for which the Act is effective.. For information
returns by corporations relating to profits of the taxable
year declared as dividends, see section 148 (b). For verifica~
tion of returns. and use of preseribed forms, see articles 51-4
and 51-5.. Upon liquidation or. dissolution of a corporation
there shall be attached to the final return a statement show-
ing: (1) The date and manner of dissolution, (2) the name
end address of each shareholder at dissolution and the
number and par.value of the shares of stock held by each
of them, (3) a description and the value-of the liquidating
assets. received by each shareholder; (4) the name and ad-
dress of each individual or corporation other than share-
holders and creditors, if any, that received assets at dissolu-
tion, (5) a description and the value of the assets received by
each such individual or corporation, and (6) the considera-
tion, if any, paid by each of them for the assets received.

ART. 52-2. Returns by receivers—Receivers, trustees in
dissolution, trustees in bankruptey, and assignees, oper-
ating the property or business of corporations, must make
returns of inccme for such ‘corporations. If a receiver
hdas full “custody of and control over the business or
property of a corporation, he shall be 'deemed to be oper-
ating such busihess or property within the meaning of
section 52, whether he is engaged in carrying-on the busi-
ness for which the corporation’ was organized or only in
maxrshaling, selling, and disposing of its assets for purposes
of liguidation. Notwithstanding that the powers and func-
tions of a corporation are suspended and that the prop-
erty and business are for-the time being in the custody
of the receiver, trustee, or assignee, subject to ‘the order
of the court, such receiver, trustee, or assignée stands in
the place of the corporate officers:and is required to per-
form all the duties and assume all 'the liabilities which
would devolve upon the officers of the corporation were
they in control. (See sections 274 -and 298 and articles
274-1 and 274-2.) * A receiver in charge 'of only part of the
property of a corporation, however, -as, ‘for éxample, a re-
ceiver in ‘mortgage foreclosure proceedings involving merely
;a. small portion of 1ts property, need not make a refurn of
ncome,

8ec. b3. Time and Place for leing Retums,
(2) Time for filing.—

(1) General rule—Returns made on the basis of the caléndar
year shall be made on or before the 15th day of March following
the close of the calenddr year Returns made on the basis of &
fisenl year shall beimade on or before the 15th day of the third
month following the close of the fiscal year.

(2) Eztension of time—The Commissioner may grant a rea-
Eonable extension of time for filing returns, under such rules and
regulatlons as ‘he shall prescribe with the approyal of the Secre-
tary. ' Except in the case of taxpayers who are abroad, no such
extension shall be for more than six months.

(b) To whom retum made-— Lo

(1) Individuals. Returns (other than corporatlon returns)
shall be made to the collector for.the district in which is located
. the legal residence or principal place of business of the person
. ‘making the return, or, if he has no legal residence or principal
place of business in the United States, then to the collector at
Baltimore, Maryland.
(2) Corporations—Returns of corporations shall be made to
‘the collector of the district in which is located the principal
. place of business or principal office or agency of the corporation,
.or, If it has no principal place of business or principal office or
) g{gem‘iy lél the United States, then to the collector at Baltimore,
arylan

' ART. 53-1. Time for filing returris.:——Remn'ns of income (ex-
cept In the case of nonresident alien individuals, as to which
see section 217, and foreign corporations, as to which see

¢
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section 235) must be made on or before the 15th day of the
third month following the close of the taxable year. A cor-
poration going into liquidation during any taxable year may,
upon the' completion of such liquidation, prepare o return
for that year covering its income for the part of the year
during which it was engaged in business and may immedi-
ately file such return with the collector.

ArT, 53-2. Extensions of time for filing returns—It is im-
portant that the taxpayer render on or before the due date
a return as nearly complete and final as it is possible for him
to prepare. However, the Commissioner is authorized to grant
a reasonable extension of time for filing returns undet such
rules and regulations as he shall prescribe with the approval
of the Secretary. Accordingly, authority for granting exten-
sions of time for filing income tax returns is hereby delegated
to.the various collectors of internal revenue. Application for
extensions of time for filing iricome tax returns should be ad-
dressed to the collector of internal revenue for the district in
which the tazpayer files his refurns and must contain a full
recital of the causes for the delay. Except in the case of tax-
payers who are abroad, no extension for filing income tax
returns may be gra.nted for more than six months, For ex-
tensions of time for payment of tax, see sections 66 (¢) and
272 (j) and articles 53-3, §6-2, and 272-3.

ArT. 53-3. Extensions of time in the case of foretyn organi-
zations, certain domestic corporations, and citizens of United
States residing or traveling abroad.—An extension of time for
filing returns of income for taxable years begun after Decem-
ber 31, 1935, is hereby granted up to and including the 156th
day of the sixth month followmg the close of the taxable
year in the case of:

(@) Foreign partnerships regardless of whether they main-
tain an office or place of business within the Urited States;

(b) Foreign corporations which maintain an offlce or place
of business within the United States;

(¢)- Domestic corporations which transact their business
and keep their records and books of account abroad;

(@) Domestic corporations whose principal income is from
sources within the possessions of the United States; and

(e) American citizens residing or traveling abroad, includ-
ing persons in military or naval service on duty outside the
United States.

In all such cases an affidavit must be attached to the
return, stating the cause of the delay in filing.

Taxpayers who take advantage of this extension of time
will bs charged with interest at the rate of 6 percent per
annum on the first installment of tax from the original due
date until paid.

Arr. 53-4. Due date’ 6f return—~The due date is the date
on or before which a return is required to be filed in accord-
ance with the provisions of the Act or the last day of the
period covered by an extension of time granted by the Com-
missioner or a collector. When the due date falls on Suhday
or a legal holiday, the due date for filing returns will be the
day following such Sunday or legal holiday. If placed in
the mails, the returns should be posted in ample time to
reach the collector’s office, under ordinary handling of the
mails, on or before the date on which the return is required
to be filed. If a return is made and placed in the mails in
due course, properly addressed and postage paid, in ample
time to reach the office of the collector on or before the
due-date, no penalty will attach should the return not actu-
ally ‘be received by such officer until subsequent to that date.
If a question may be raised as to whether the return was
posted in ample time to reach the collector’s office on or
before the due date, the envelope in which the return was
transmitted will be preserved by the collector and forwarded
to the Commissioner with 'the refurn.: As to additions to
the tax in the case of failure to file return within the
prescribed time, see section 291.

ART, 53-5. Place for filing individual returns.—Section 53
(b) (1) provides that individual returns shall be made to the
collector for the district in which is located the legal resi-
dence or principal place of business of the person making the
return, or, if he has no legal residence or principal place of
business in the United States, then to the collector at Balti-
more, Md.
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An individual employed on a salary or commission basis
who is not also engaged in conducting & commercial or pro-
fessional enterprise for profit on his own account does not
have a “principal place of business” within the meaning of
section 53 (b) (1), and shall make his return to the collector
for the district in which is located his legal residence, or, if
he has no legal residence in the United States, then to the
collector at Baltimore, Md.

Sec. 54. Records and Special Relurns—

(a) By tarpayer—~—Every person liable to any tax imposed by this
title or for the collection thereof, shall keep such records, render
under oath such statements, make such returns, and comply with
such rules and regulations, as the Commissioner, with the approval
of the Secretary, may from time to time presecribe.

(b) To determine liability to tax—Whenever in the judcment
of the Commissioner necessary he may require any person, by notico
served upon him, to make a return, render under oath such state-
ments, or keep such records, as the Commissioner deems sufiicient
to show whether or not such person is liable to tax under this title.

(¢) Information at the source—For requirement of statements

and returns by one person to assist in determining the tax linbility
of another person, see sections 147 to 150.
"~ (d) Copies of returns—If any person, required by law or regula-
tions made pursuant to law to file a copy of any income return
for any taxzable year, fails to flle such copy at the time required,
there -shall be due and assessed against such person &5 in the
case of an individual return or $10 in the case of o fiduclary, part-
nership, or corporation return, and the collector with whom the
return is filed shall prepare such copy. Such amount chall be
collected and pald, without interest, in the same manner as the
amount of tax due in excess of that shown by the tazpayer upon
a return in the case of & mathematical error appearing on the foce
of the return. <Coples of returns filed or prepared pursuant to this
subsection shall remain on file for a perfcd of not less than two
years from the date they are required to be filed, and may be
destroyed at any time thereafter under the direction of the
Commissioner.

ARrT. 54-1. Aids to collection of tax—The Commissioner
may require any person to keep specific records, render under
oath such statements and returns, and comply with such
rules and regulations as the Commissioner, with the ap-
proval of the Secretary, may prescribe, in order that he
may determine whether such person is liable for the tax
or for the collection thereof. In accordance with this pro-
vision, every person subject to tax carrying on the business
of producing, manufactiring, purchasing, or selling any com~
modities or merchandise, except the business of growing and
selling products of the soil, shall for the purpose of deter-
mining the amount of income which may be subject to the
tax keep such permanent books of account or records, in-
cluding inventories, as are necessary to establish the amount
of his gross income and the deductions, credits, and other
information required to be shown in an income tax return.
Forms relating to Federal income taxes shall be prescribed
by the Commissioner and filled in according to the instruc-
tions contained thereon and the regulations applicable
thereto.

Sec. 55. Publicity of returns—

(2) Returns made under this title shall be open to inspection in
the same manner, to the same extent, and subject to the same
provisions of law, including penalties, as returns made under
Title II of the Revenue Act of 1926; and all returns made under
this Act shall constitute public records and shiill be open to publle
examination and inspection to such extent as shall be authorized
in rules and regulations promulgated by the President.

(b) (1) Al income returns filed under this title {or coples there-
of, if so prescribed by regulations made under this subscetion),
shall be open to inspection by any officfal, body, or commission,
lawfully charged with the administration of any State tax law,
if the inspection is for the purpose of such administration or for
the purpose of obtaining information to be furnished to local tax-
ing authorities as provided in paragraph (2). The inspection shall
be permitted only upon written request of the governor of such
State, designating the representative of such official, body, or com-
mission to make the inspection on behalf of such officlal, body, or
commmission. ‘The inspection shall be made in such manner, and
at such times and places, &5 shall be prescribed by regulations
made by the Commissioner with the approval of the Secretary.

(2) Any information thus secured by any official, bedy, or com-
mission of any State may be used only for the administration of
the tax laws of such State, except that upon written request of
the Governor of such State any such information may be fur-
nished to any official, body, or commission of any political sub-
division of such State, lawfully charged with the administration
of the tax laws of such political subdivision, but may be fur-
nished only for the purpose of, and may be uced only for, the
administration of such tax laws. Any ofiicer, employee, or agent
of any State or political subdivision, who divulges (except as
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autheorized in this cubcoction, or when called upon to testify In
any judicial or admintstrative proceeding to which the State or
political subdivision, or cuch State or local cofdeial, body, or com-
mission, o5 cueh, is a party) any informatton acquired by him
through an incpcetion permitted him or ancther under this sub-
ceetlon chall b2 gullty of o misdemeanor and shall upon convie-
tion bs puniched by o fine of not more than $81,090, or by im-
priconment for nst more than ong year, or both.

ArT. 55 (b)-1. Definitions—Any word or fterm uszd in
this article and articles 55 (b)-2 fo 55 (b)—¢, inclusive,
which is defined In the Act shall be given the respective
definition contained in the Act.

Ant. 55 (b)-2. Copies of income returns—Every person
(except nonresident alien individuals, nonresident alien fidu-
ciarles, nonresldent forelpm partnerships, and nonresident
foreipn corporations) required to file an income return Gn-
cluding afiilliation schedules) under the provisions of ssctions
51, 52, 141, 142, or 187 of Title I of th2 Revenue Act of 1936,
or section 351 of Title IA of that Act, or section 106 of the
Revenue Act of 1935, as amended by section 402 of the Reve-
nue Act of 1936, for any taxable year beginning after Decem-
ber 31, 1935, shall file with the return a copy thereof on a
duplicate form on colored paper which will be provided for
that purpose. The copy on such duplicate form shall be a
complete duplicate of the return as filed except that the
afiidavits on the duplicate form need not be filled in. There
shall be attached to the copy on the duplicate form a copy of
any schedule or statcment atfached to the original return
except (1) Schedule C-1 in the case of a corporation return,
(2) the copy of the will or trust instrument in the case of 2
fiduciary return, (3) the power of attorney on Form 935 or
Form 936 in the case of a return made by an agent, and (@)
the copy of the annual statement made to the insuranecs
department of the State, Territory, or District of Columbia
in the case of a retwrn of an insurance company. In Heu of
filling in the duplicate form on colored papesr, a legiblz photo-
stat or photograph of the return and related schedules as
filed may be filed with the return provided such photostat
or photograph 1s not of larger dimensions than the refurn
and is securely fastened to the duplicate form. For amounts
to be ascessed and collected in the case of the failure fo file
a copy of any income refurn required by law or regulations,
see gectlon 54 (d).

Anzt. 55 (b)-3. Inspection of copies of refurns—Within a
reasonable time after the returns are filed the copies thereof
(including photostats and photosraphs), under such pro-
cedure as may be prescribed by the Commissioner, shall be
made available for inspsction in the office of the collector of
internal revenue in which the returns are filed, by any offi-
cial, body, or commission, lawfully charged with the admin-
istration of any State tax law, or by the representatives of
such offlcial, body, or commission designated in writing by
the governor of the State, for the purpose of such adminis-~
tration or for the purpose of obfaining information to be
furnished fo local taxing authorities as provided in section
55 (b) (2). 'The governors of the respective States shall be
notified by the Commissioner of the date the copies of the
returns are available for inspection and inspection thereof
shall not be permitted after one year from such date.

Ant, 55 (D)-4. Request for permission to inspect copies—
Requests for permission to inspect the coples of refurns must
bz in writing sltned by the governor under the seal of his
State, and must be addrezsed fo the Commissioner of Inter-
nal Revenue, Records Division, Washington, D. C. The re-
quest must state (a) the kind of returns it is desired to
inspect, (b) the taxzable year or years covered by the copies
of returns it Is desired to inspect, (¢) the name of the official,
body, or commission by whom or which the inspzction is o
be made, (d) the name of the representative of such official,
body, or commission, desirmated to make the inspection, (e)
by specific references, the State tax law which such official,
body, or commission is charged with administering and the
law under which he, she, or it is so charged, (f) the purpose
for which the inspection is fo b2 made, and (g) if the in-
spection is for the purpose of obtaining information fo b=
furnished to local faxing authorities, (1) f{he name of the
official, budy, or commission of any polifical subdivision of
the State, lawfully charged with the administration of the
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tax laws of such political subdivision, if any, to whom or to
which the information secured by the inspection. is to be
furnished, and (2) the purpose for which the information is
to be used by such official, body, or comm1ssmn

Sx:c 66, Payment of Tar—

(a) Time of payment—The total amount of tax 1mposed by this
title shall be paid on the fifteenth day of March following the
close of the calendar year, or, if the return should be made on the
basis of a fiscal year, then on the fifteenth day of the third month
following the close of the fiscal year.

(b) Installment payments—The taxpayer may elect to pay the
tax in four equal installments, in which case the first installment

shell be pald on the date prescribed for the payment of the tax

by the taxpayer, the second installment shall be paid on the
fitteenth day of the third month, the third installment on the
fifteenth day of the sixth month, and the fourth installment on
the fifteenth day of the mninth month, after such date: If any
installment 1s not pald on or before the date fixed for its payment,
the whole amount of the tax unpaid shau be paid upon notice and
demand from the collector. -

.(c) Extensian of time for payment—At the request of .the tax-
payer, the Commissioner may extend the time for payment of thé
amount determined as the tax by the taxpayer, or any installment
thereof, for a period not to exceed six months from the date pre-
stribed for the payment of the tax or an installment thereof, In
such case the amount in respect of which the extension is granted
shall be paid on or before the date of the expiration-of the -perfod
of the extension.

(d) Voluniary advance-payment—A tax inmiposed by this title,
or any installment thereof, may be pald, at the election of the
taxpayer, prior to the date prescribed for its payment.

(e) Advance payment in case of jeopardy.—For advance payment
in case of jeopardy, see section 146.

(f) Tax withheld at sourcé.—~For requirement of withholding tax
at the source in the case of nonresident allens and foreign cor-
porations, and in the case of so-called tax-free covenant bonds,
seé sections 143 and 144.

(@) - Fractional pdrts of cent~In the payment of any tax under
this title a fractional part of a cent shall be .disregarded unless it
amounts to one-half cent or more, in which case it shall be in-
creased to 1 cent .

‘(h) Receipts —Every collector to whom any payment of -any in-
come tax is made sliall upon request give to the person making such
payment a full written or printed receipt therefor.

ART. 56-1. Date on which tax skall be paid—The tax, un-
less it is required to be withheld at the source (see sections
143 and 144) or unless it is to be paid by g nonresident alien
individual - (see section 218) or a foreign corporation not
having any office or place of business in the United States
(see section 236), is to be paid on or before the 15th day of
Mdrch following the close of the calendar year, or, if the
return is made on the basis of a fiscal year, on or before the
15th day of the' third nionth following the close of ‘stich
fiscal year. But see article 53-3. The tax may, at the option
of the taxpayer, be paid m four equal installments instead
of 'in a single payment, in'which case the first instdlment
is t0 be paid on or before ‘the date prescribed for the' pay-
ment of the tax as a single payment, the second installment
on ot béfore the 15th day of the third month, the third
installment on or before the 15th day of the sixth month,
and the fourth. installment on or before the 15th day of the
hinth month, after such date. If the taxpayer elects to pay
the tax in four installments, each'of the four installments
must be equal in amount, but any installment may be paid, ab
the election of the taxpayer, prior to the date preseribed for
its payment. If an installment is not paid in full on or
before the date fixed for its payment either by the Act or
by the Commissioner in accordance with' “the terms of an
extension, the whole amount of the tax unpaid shall be paid
upon notice and demand from the collector.

ART. 56-2. Extension of timé for payment of the tax or
tnstallment thereof—If it 'is shown to the satisfaction of
the Commissioner that the payment of the amount de-
termined as the tax by the taxpayer or any part or install-
ment thereof upon the date or dates prescribed for the pay-
ment thereof will result in undue hardship o the tazpayer,
the Commissioner, at the request of the taxpayer, may grant
an extension of time for the payment for a period not to
exceed six months from the date prescribed for the pay-
ment of such amount, part, or installment. The extension
will not be granted upon o general statement of hardship.
The term ‘undue hardshxp" means more, than an incon-
venience to the taxpayer. It must appear that’ substantial
financial loss, for example, due to the sale of propeify a,t
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a -sacrifice price, will result to the taxpayer from making
payment of the amount at the due date. If o market exists,
the sale of property at the current market price is not or-
dinarily considered as resulting in an undue hardship.

An application for an extension of time for the payment
of such tax should be made under oath on Form 1127 and
must be accompanied or supported by evidence showing the
undue hardship that would result to the taxpayer if the
extension were refused. A sworn statement of assets and
liabilities of the taxpayer is required and should accom-
pany the application. An itemized statement showing all
receipts and disbursements for each of the three monthy
preceding the due date of the tax shall also be submitted,
The application with the evidence must be filed with the
collector, who will at once transmit it to the Commissioner
with his recommendations as to the extension. When it s
received by the Commissioner it will be examined immed!-
ately and, if possible, within 30 days will be rejected, ap-
proved or tertatively approved, subject to certain conditions
of which the taxpayer will be immediately notified. ‘The
Commissioner will not consider an application for an extens
sion of time for the payment of a tax unless such application
is made in writing, and is made to the collector on or before
the due' date of the tax or installment theteof for which
the extension is desired, or on or before the date or dates
prescribed for payment in any prior extension granted.

As a, condition to the granting of such an extension, the
Commissioner will usually require the taxpayer to futnish a
bond on Form 1130 in an amount not exceeding double the
amount of the tax or to furnish other security satisfactory to
the Commissioner for the payment of the tax, or installment
thereof, on the date prescribed for payment in the extension,
so that the risk of loss to the Government will not bie greater
at the 'end of the extension period than it was at the begin-
ning of the period. If a bond is required it must be filed with
the collector within 10 days after notification by the Com-~
missioner that such bond is required. It shall be conditioned
upon the payment of the tax, interest, and additional
amounts assessed in connection therewith in accordance with
the terms of the extension granted, and shall be executed
by a surety company holding & certificate of authority from
the Secretary as an acceptable surety on Federal bonds, and
shall be subject to the approval of the Commissioner, In
lieu of such'a bond, the taxpayer may file & bond secured by
deposit - of Liberty bonds or other bonds or notes of the
United States equal in their total par value to an amount
not exceeding double the amount of the tax, or installment
thereof.” (See section 1126 of the Revenue Act of 1926, as
amended, paragraph 31 of the Appendix to these regula-
tions.) A request by the taxpayer for an extension of time
for the payment of one installment does not operate to pro-
cure an extension of time for payment of subsequent install-
ments. Nor does an extension of time for filling a return
operate to extend the time for the payment of the tax or
any part thereof, unless so specified in the extension, If an
extension of time for payment of the tax or any installment
is granted, the amount, time for payment of which is so cx-
tended, shall be paid on or before the expiration of the pe-
riod of the extension, together with interest at the rate of
6 percent per ‘annum on such amount from the date when
the payment should have been made if no extension had been
granted until the expiration of the period of the extension,
(See section 295.)

Arr, 56-3. When fractional part of cent may be disre-
garded.~In the payment of taxes a fractional part of a cent
shall be disregarded unless it amounts to one-half cent or
more, in which case it shall be increased to 1 cent. Frac~
tional parts of a cent should not be disregarded in the com-
putation of taxes. ’

ART. 56-4. Receipts for tax payments—Upon request a col-
Iector will give a receipt; for each tax payment. In the case
of payments made by check or money order the canceled
check or the money order receipt is usually a sufficient re~
ceipt. In'the case of payments in cash, however, the tax-
payer should in every instance require and the collector
should furnish a receipt.
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Sec. 57. Ezamination of Return and Determination of Tazx.—As
soon as practicable aefter the return is filed the Commissioner shall
examine it and shall determine the correct amount of the tax,

Art. 57-1. Examination of return and determination of taz
by the Commissioner—As soon as practicable after returns
are filed, they will be examined and the correct amount of
the tax determined under such procedure as may he pre-
seribed from time to time by the Commissioner. (See section
272.)

SEec. 58. Additions to Taz and Penalties—(2) For additions to the
tax in case of negligence or fraud in the nonpayment of tax or
failure to file return therefor, see Supplement AL,

(b) For criminal penalties for nonpayment of tax or faflure to filo
return therefor, see section 145.

Sec. 59. Administrative Proceedings~—For administrative procecd-
ings In respect of the nonpayment or overpayment of a tax im-
posed by this title, see as follows:

(a) Supplement I, relating to assessment and collection of de-
ficiencies.

(b) Supplement M, relating to interest and additions to tax.

(c) Supplement N, relating to claims against transferecs and
fiduciaries.

(d) Supplement O, relating to overpayments.

) CHAPTER IX
Miscellaneous Provisions

Part VI—Miscellaneous Provisions

Sec. 61. Laws Made Applicable—All administrative, speclal, or
stamp provisions of law, including the law relating to the aczesse
ment of taxes, so far as applicable, are hereby extended to and
made & part of this title.

SEc. 62. Rules and Regulaiions.—The Commissioner, with the
approval of the Secretary, shall prescribe and publish all necdful
rules and regulations for the enforcement of. this title,

Sec. 63. Tazes in Liew of Tazes Under 1934 Act.—The taxzes im-
posed by this title end ‘Title IA shall be in lieu of the taxes
imposed by Titles I and TA of the Revenue Act of 1934, as amended.

_SEec. 64. Short Title~This title may be cited as the “Income Tax
Act of 1936 -
- -] - - & . & - L]

[Chapters X-XXXIII (Supplemental Provisions, Subtitle C
of Title I) appear in the Federal Register for Tuesday, No-
vember 17, 1936, pp. 1867-1944. Chapiers XXXIV (Surtaz on
Personal Holding Companies, Title 14) and XXXV (General
Provisions, Title VIID , and the Appendiz appear in the Fed-
eral Register for Wednesday, November 18, 1936, pp. 1947
1967.1 -

[sEanl Cuas. T. RUSSELL,
- Acting Commissioner of Internal Revenile.
Approved: November 12, 1936.
WaYNE C. TAYLOR,
Acting Secretary of the Treasury.

[F. R. Doc. 3378—Filed, November 13, 1936; 1:05 p.m.]

INTERSTATE COMMERCE COMDMISSION.
) ORDER

At a Session of the Interstate Commerce Commission,
Division 5, held at its office in Washington, D. C., on the
10th day of November A. D. 1936.

[No. JMC 20987]

ApPLICATION OF C. M. DERAY FOR AUTHORITY TO OPERATE AS A
CormioN CARRIER

In the Matter of the Application of C. M. Dekay, Individual,
Doing Business as D. & H. Motor Freight Co., of 417
Charles Street, Jamestown, N. Y. for a Certificate of
Public Convenience and Necessity (Form BMC 1), Author-
izing Operation as a Common Carrier by Motor Vehicle
in the Transportation of Commodities Generally, in Inter-
state Commerce, From and Between Points Located in the
States of Connecticut, Delaware, Illinois, Indiana, Mary-
land, Massachusetts, New Jersey, New York, Ohio, Penn-
sylvania, Rhode Island, and District of Columbia, Over
TIrregular Routes and Over the Following Regular Routes

Route No. 1.—Between Jamestown and New York, N. Y.
Route No. 2—Between Jamestown, N, Y., and Philadelphia,
Pa.
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Route No. 3—~Between Jamestown, N. Y., and Washington,
D.C.

Route No. 4—Between Jamestown and Buffalo, N. Y.

Route No. 5—Betvreen Jamestown, N. Y., and Youngsville,
Pa.

A more detailed statement of route or routes (or terri-
tory) is contained in said application, copies of which are
on file and may be inspected at the office of the Interstate
Commerce Commission, Washington, D. C., or offices of the
boards, commissions, or officials of the States involved in
this application,

It appearing, That the above-entitled matter is one which
the Commission is authorized by the Motor Carrier Act,
1935, to refer to an examiner:

It is ordered, Thoat the above-entitled mafter be, and it
is hereby, referred to Examiner T. Naftalin for hearing on
the 30th day of Novembar A. D. 1936, at 10 o’clock a. m.
(standard time), at the Federal Building, Jamesfown, N. Y.,
and for recommendation of an appropriate order thereon
accompanied by the reasons therefor;

It is jurther ordered, That notice of this proceeding be
duly glven; .

And it s further ordered, That any party desiring fo be
notified of any change in the time or place of the said hear-
iner (at his own expense if telepraphic notice becomes nec-
essary) shall advise the Bureau of Motfor Carriers of the
Commission, Washington, D. C., to that effect by notice
which must xeach the sald Bureau within 10 days from the
dote of service hereof and that the date of mailing of this
notice shall bz considered as the time when said notice is
served,

By the Commission, division 5.

[seanl Geores B, McGriTy, Secretary.

[¥-R.Dac. 3371—Filed, November 13, 1636; 11:49 2. m.]

[Fourth Scction Applcation No. 16£05]
Harnpres Frors, To, A Brrwesw PORNTS I TED SOUTHWEST -
Noveeer 13, 1936.

The Commission is in receint of the above-entitled and
numbered applcation for relief from the long-and-short-
haul provision of section 4 (1) of the Inferstate Commerce
Act,

Filed by: F. A, Leland, Agent.

Commoditics Invelved: Handles, broom or mop, with or with-
out meotal hoolis or hangers attached, In carloads.

From, to, and between: Polnts in the Southwest.

Grounds for rellef: Analogous commodity.

Any interested party desiring the Commission fo hold a
hearint upon such application shall request the Commission
in writing so to do within 15 days from the date of this
notice; otherwise the Commission may proceed fo investi~
gate and determine the matters involved in such application
without further or formgl hearing.

By the Commission, division 2.

[sEAL] GeoncE B. McGmiry, Secretary.

[F. R. Doc. 3372~Filed, November 13, 1936; 11:49a.m.]

SECURITIES AND EXCHANGE COMMISSION.
SceoniTies Act or 1933
ADOPTION OF RULE G00—TINANCIAL STATEMENTIS

The Securities and Exchange Commission, acting pursuant
to authority conferred upon it by the Szcurities Act of 1933,
as amended, particularly Sections 7 and 19 (a2) thereof, and
finding that the information specified in Schedule A of the
Act which is permitted by Rule 600 to be omifted from any
rezistration statement in respect of a specified class of issu-
ers Is inapplicable to such class, and that disclosure fully
adequate for the protection of investors is otherwise required
to be included In the registration statement, and that any



1864

information not specified in S¢hedule A which is required by
such rule to be set forth in the registration statement is nec-
essary and appropriate in thé public “interest and for the
protection of'inVestors, and that Rule 600 is—necessary to
carry out the provisions of the Act and is necessary ‘and
appropriate in the public interest and for the protection of
investors, hereby takes the following action:

The following new rule is adopted, to be inserted in Artlcle
3 of Regulation C of the “General Rules and Regulations
under the Securities Act of 1933”, under a.new captmn as
follows: .

C. Financial Statements

RULE 600. Special ananczal Requzrements in Case Regis-
trant is @ Natural Person.—~A.registrant who is a natural
person may file, in lieu of -the balance sheets and proﬁt and
loss statements otherwxse required in the appropna,te form
for registration or the instructions accompanying such
form, the following financial statements: ,

(a) A statement of assets and liabilities of the reglstrant
as of a date within ninety :days, and statements of the
registrant’s .income year by year for the three calendar
years precedmg the date of such statement of assets and
liabilities. These statements shall be.set forth in reasonable
detail and need not be certified. .

(b) Balance sheets and profit and loss statements “of:

* (1) Every buisiness of which the- registrant is sole
probrietor;

(ii) Every partnersmp in’ thch the reglstrant has a
controlling interest:’

(iii)* Every business frust, unincorporated. a,ssocxatlon or
similar business organization in whxch the reglstrant has
a controlling interest; and

(iv) Every: corporation. in which the reglstrant owns
directly or indirectly securities representing more than
50% of the voting power other than as affected by events
of default. ~

Such financial statements need not be-filed, however, with
respect to any corporation or other business organization
designated in (i) or (iv) above if both of: the following
conditions. exist:

(1) 'The registrant’s total investment in such corpora~
tion or business organization does not exceed 5% of the
registrant’s total assets;

(2) The registrant’s total income from such corporation
or business organization does not exceed 5% of the regis-
trant’s gross income;

provided that the registrant’s aggregate investment in all
such corporations and business organizations whose state-
ments are omitted pursuant to this senfence shall not: exceed
15% of the registrant’s total assets, and that the registrant’s
aggregate income from all such. corporations and business
organizations shall not exceed 15% of the registrant’s gross
income.

Financial statements required by this paragraph (b)
shall be for the dates and periods prescribed for the finan-
cial statements of an unconsolidated subsidiary in the ap-
propriate form for registration. Such statements shall also
conform, so far as practicable, to all other requirements as
to financial statements, including requirements as to certifi-
cation, as set forth in such form.

The foregoing amendment shall be effective immediately
upon publication.
By the Commission.

[sEaL] Francis P. BRASSOR, Secretary
_ [F.R.Doc, 3374—Filed, November 13, 1936; 12 60 p. m.]

United States of Amerzca-—Before the Secuntzes
and Exchange Commission *

At g regular session of the Securities and Exchange Com-
mission held at its-office in the City of Washington, D. C.
on the 12th day of November A. D. 1936.

FEDERAL REGISTER, Saturday, November 14, 1936

IN THE MATTER OF AN OFFERING SHEET OF A ROYALTY INTEREST
IN THE MACGNOLIA-ROGERS FARM, FILED oN OCTODER 19, 1936,
BY W H. CARRAHER RESPONDENT

-« “ORDER TERMINATING PROCEEDING AFTER AMLNDMENT

The Securities and Exchange Commission, finding that the
offering sheet filed with thHe:Commission, which is the sub~
ject of this proceeding, has been amiended, so far as neces-
sary, in accordance with the Suspension Order previously
entered in this proceeding;

It is ordered, pursuant to Rule 341 (d) of the Commig-
sion’s General Rules and Regulations under the Securities
Act of 1933, as amended, that the ameéndment received at
the office of the Commission on November 9, 1936, be effec-
tive as of November 9, 1936; and

_It is further ordered, that the Suspension Order, Order for
I-Iea,rmg, and Order Designating a Trial Examiner, heretofore
entered in this proceeding, be, and the same Hereby are,
revoked and the said prodeeding terminated.

By the Commission.,

[sEAL] Francis P. BRASSOR, Secrefary.
[F. R. Doc. 8377—Flled, November 13, 1936; 12:50 p.m.]

United States of Amenca—Before the Securities
and Ea:change Commission

Ata regula.f session of the Securities and Exchange Com«
mission held at its office in the City of Washington, D. C,,
on the 12th day of November A, D. 1936.

IN THE MATTER OF AN OFFERING SHEET OF A ROYALTY Imnm:sr
IN THE SUNRAY ET AL.-CAPITAL-MANSION-STATE ET AL, FARM,
F1LED ON NOVEMBER 6, 1936, BY T. G. THOMPSON, RESPONDENT

SUSPENSION ORDER, ORDER FOR HEARING (UNDER RULE 340 (A)),
AND ORDER DESIGNATING TRIAL EXAMINER

The Secunfues and Exchange Commission, having reason-
able grounds to believe, and therefore alleging, that the
offering. sheet described in the title hereof and filed by the
respondent named therein is incomplete or inaccurate in the
following material respects, to wit:

1. In that the date in Division I when the information
contained in the offering sheet will be out of date is mis~
calculated based on Items 15 and 16 (a) of Division II
thereof;

2. In that in Item 1 of Division IT the participation stated
for each smallest fractional interest is incorrectly stated or
miscalculated and appears inconsistent with the note to
Item 16 (¢);

It is ordered, pursuant to Rule 340 (a) of the Commission's
General Rules and Regulations under the Securities Act of
1933, as amended, that the effectiveness of the filing of sald
offering sheet be, and hereby is, suspended until the 12th day
of December.1936; that an opportunity for hearing be given
to the said respondent for the purpose of determining the
material completeness or accuracy of the said offering sheet in
the respects in which it is herein alleged to be incomplete
or inaccurate, and whether the said order of suspension shall
be revoked or eontinued; and

It is further ordered, that John H. Small, an officer of the
Commission, be, and hereby is, designated as trial examiner
to preside at such hearing, to continue or adjourn the sald
hearing from time to time, to administer oaths and affirma-
tions, subpena, witnesses, compel their attendance, take
evidence, consider any amendments to said offering sheet as
may be filed prior to the conclusion of ‘the hearing, and
require the production of any books, papers, correspondence,
memoranda, or other records deemed relevant or material to
the inquiry, and to perform all other dutfes in conneotion
therewith authorized by law; and .

It is further ordered, that the takmg of testimony in this
proceeding commence on the 25th day of November 1936 at
10:00 o’clock in the forenoon at the office of the Securities
and Exchange Commission, 18th Street and Pennsylvania
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Avenue, Washington, D. C., and continue thereafter at such
times and places as said examiner may designate.

Upon the completion of testimony in this matter the exam-
iner is.directed to close the hearing and make his report to
the Commission.

By the Commission.

[sEar] Francis P. Brassor, Secretary.
[F.R. Doc. 3376—Filed, November 13, 1936; 12:50 p. m.]

Umted States of America—Before the Securities
s + ~ uand Ezxchange Commission

At a regular session of the Securities and Exchange Com-
mission held at its office in the City of Washington, D. C.,
on the 12th day of November A. D. 1936.

E [File No. 20—189A1-1]

IN m'MAmR OF AN OFFERING SHEET OF ROYALTY INTERESTS
" 1v THE PURE OIL Co-R. L. ‘WerLLs No. 47 Lesse, FILED ON
JUI.Y 9 1936 BY P. R. chxannocm:n, RESPONDENT

PERMANENT SUSPENSION ORDER

The Securities and Exchange Commission initiated this pro-
ceeding pursuantto-the provisions of Rule 340 of the General
Rules and Regulations promulgated by the Commission under
the Securities-Act-of 1933, as amended, to determine whether
or not, an order should be entered suspending the effectiveness
of the filing of an offering sheet of royalty interests in the
Pure Oil Co.-R. L. Wells No. 47 ILease, Iocated in Van Zandt
County, Texas, which offering sheet was filed with the Com-
mission on July 9, 1936, by P. R. Knickerbocker, of Dallas,
Texas, the respondent herein. -

This matter having come on regularly for hearing before
the Commission at Washington, D. C., on July 29, 1936, and
due notice. thereof having been given to the said respondent
and the said respondent having failed to appear, and evi-
dence both oral and documentary having been intreduced,
and the hearing having been closed, and the Commission
having -found- upon the evidence that sald offering sheet
omits to state material facts required to be stated therein
(for the omission of which no sufficient reason is given in
said-offering sheet) and which are necessary to make the
statements therein not misleading, all as more fully set forth
in the-Findings and Opinion of the Commission filed in this
proceeding, and it-gppearing appropnate in the public interest
so to do;

It is ordered, pursuant to Rule 340 (b) of the Commlis-
sion’s General Rules and Regulations promulgated under
the Securities Act of 1933, as amended, that the effective-
ness of the filing of said offering sheet be, and same hereby
is, permanently suspended.

By the Commission.

[searn] Frawncis P. Brassor, Secretary.
[F.R. Doc. 3375—Fliled, November 13, 1836; 12:50 p. m]

UNITED STATES TARIFF COMMISSION,
PusLic NOTICE
- INVESTIGATION ORDERED AND HEARING SET: CIGAR LIGHTERS
‘Docket 11; Sectlon 837, Tari¥ Act of 1930]
In the Matier of Investigation of Alleged Unfair Methods

of Competition or Unfair Acts in the Tmportation or Sale
of ngar Lighters

Tpon- ‘consideration- of the complaint under oath filed on
the 28th -day of-December 1935, by Art Metal Works, Inc,,
having its principal place of business in Newark, New Jersey,
it was, on August 14, 1936, ordered:

1. That an investigation pursuant to the provislons of
Section 337 of the Tariff Act of 1930 be instltuted into alleged
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unfair metheds of competifion or unfair acts in violafion of
said section in the importation or sale in the United States
of cigar lichters made in accordance with the ferms of
United States Ietters Patent Nos. 1,986,384, 2,002,845 and
Des. 96,639 or in simulation of such lighters.

2. That notice be, and the same is hereby, given to Atlantic
& Pacific Merchandise Co., 876 Broadway; Henry Amdur &
Sons, Inc, 325 Fifth Avenue; and National Silver Co., 61
West 23rd Street, all in New York City; Homer’s, Inc,
Boston, NMass.; and Mallove's, Inc., 43 State Streel, New
London, Conu., and to all other persons, partnerships, associ-
ations, and corporations concerned as owmers, imporiers,
consignees, agents, or otherwizse in the alleged unfair
methods of competition or unfair acts in the importation
or sale of said products, and that they, and each of them,
will be afforded opportunity to make written answer under
cath and file sald answer in quadruplicate with the Commis-
sion on or before the 15th day of Decamber 1936, and shaw
cause, if any they have, why the provisions of Section 337 of
the Tariff Act of 1930 should not be applied in respect of said
allered unfair methods of competition or unfair acts in the
importation or sale of said products.

8. That a public hearing in said investigation bz held at
the ofiice of the United States Tarif Commission, Washing-
ton, D. C,, at 10 o'clack a. m., on the 7th day of January 1937,
at which hearing the sald complainant and respondents and
all other persons, partnerships, assgeiations, and corporations
concerned as owners, importers, consignees, agents, or other-
wise, in the alleged unfair methods of competifion and unfair
acts in the importation or sale of said products will be
afforded opportunity to be present, to produce evidence, and
to be heard concerning said alleged unfair methods of com-
petition and unfair acts in the importation or sale of said
products constituting the subject matter of this investigation.

4. That public notice of said investigation, and of time for
filing answers and of public hearing shall be given by pub-
lishing the text of this notice in Treasury Decisions, pub-
lished by the Department of the Treasury, and by announcs-
ment thereof in Commerce Reports, published by the De-
partment of Commerce, copies of which said publications are
obtainable from the Superintendent of Documents, Govern-
ment Printing Office, Washinston, D. C,, also by posting a
copy of this notice for 30 days prior to said 7th day-of Jan-
uary 1937 at the principal office of the Tariff Commission in
the city of Washington, D. C., and at the office of the Tariff
Commission at the port of Newr York.

5. That notice of said investigation, of time for answers,
and of public hearing shall also be given by mailing rezistered,
postage prepald, a copy of this notice fo the complainant
herein, and by mailing registered, postage prepaid, a copy of
this notice, together with a copy of the complaint, tq the
respondents named herein.

I hereby certify that the foregoing mvestwatmn was
ordered by the United States Tariff Commission on August
14, 1936.

[searl Swrey Mozeaw, Secretary.
[F.R.Dac. 3370—Filed, November 12, 1936; 3:49 p.m.] -
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PRESIDENT OF THE UNITED STATES.
TrAESGIVING Dav—1936
By the President of the United States of America

A PROCLAMATION

I, FRANKLIN D. ROOSEVELT, President of the United
States of America, hereby designate Thursday, the twenty-
sixth day of November 1936, as a day of national thanks-
giving,

The observance of a day of general thanksgiving by all
the people 15 a practice peculiarly our own, hallowed by usage



